Dont set THE 
BRAKES! 


dill years ago the United 
| * States government took over the 
| American railroads as a war measure. 


It gave those roads back to their 
owners in 1920—on the eve of a de- 
| pression. 

And it gave them back with operat- 
Hing costs thrown all out of balance 
with income under a law which put 
‘rigid limits on earnings but made 
no provision for future losses. 


| Then started an uphill job. Stretch- 
Hing ahead of railroad men and man- 
"agement were such tough problems 
"as these: 


[They had to find ways to meet 
igreatly increased operating costs 
‘with lagging revenues. 


| They had to repair and replace war- 
worn equipment. 


‘They had to face new forms of com- 
| petition. 

They had to serve a nation increas- 
“ing in population—extending its in- 
Mustrial frontiers—demanding better 
‘rensportation than ever before. 


And they had to operate under rules, 
Wegulations and restrictions more 
tomplex and bewildering than those 
imposed on any other business in 
America. 


it was a job to test courage and chal- 
mge enterprise—but the railroads 
ed the long slow climb. 


tt us look now at the progress they 
e made: Great new locomotives 
e been developed—twice as able 

is the engines of 17 years ago. 


Preight moves today 50% faster than 
in 1922, 


itves have been straightened — 
Inger bridges built — thousands 


of miles of heavier rails laid to make 


safe speed possible. 


Safety has steadily advanced — for 
passengers and railroad employes — 
and the magnificent safety record of 
the railroads has won universal rec- 
ognition. 

Everyone is familiar with the stream- 
lined trains, air conditioning, and all 
the other improvements pioneered 
for passenger comfort. 


And the American railroads pay a 
tax bill of close to a million dollars 
a day. 

When you sum up the record of 
American railroad progress in the 
face of all obstacles, it packs into this: 


They deliver the finest railroad ser- 
vice in the world—so fine that dele- 
gations from foreign countries regu- 
larly visit America to study their 
methods. 


They haul freight at the lowest rail- 
road rates in the world—moving a 
ton a mile for an average revenue of 
less than one cent. Today’s average 
freight revenue is 2314% lower than 
the peak of 1921, shortly after Gov- 
ernment operation ended. 


And with all this, they pay the high- 
est railroad wages in the world. 
Meanwhile the mountain of regula- 


tion has piled steadily higher—under 
state law as well as federal. 


An immediate threat is the TRAIN- 
LIMIT-BILL in Congress — a bill 
to put an arbitrary limit on the 
length of freight trains and so to 
force the railroads to run more trains 
than are needed to handle the Na- 
tion’s business. This “make-work” 
bill is proposed under the pretext 
of safety. 


In face of the fact that the American 
railroads have reduced accidents to 
employes by three-fourths in the 
past fifteen years, the same years in 
which the railroads developed longer 
and faster trains for better service— 


In face of the fact that the more 
trains yourun the greater the chances 
of accident; especially at grade cross- 
ings— 


In face of the fact that this one law 
would add more per year to the cost 
of railroad operation than the total 
cost of all air conditioning to date— 
this bill has already passed the 


Senate. 


The harm of this legislation is meas- 
ured in more than money-cost, great 
as that will be. It wipes out the major 
benefits of the fine new equipment, 
tracks and terminals the railroads 
have developed for handling freight 
today—but more important still it 
stymies progress, and hamstrings 
future initiative, enterprise and in- 
vention, 


Do you want the advancement of the 
nation’s basic transportation system 
brought to a standstill? If not—it’s 
up to you! 


Don’t set the brakes on railroad 
progress! 
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Every Investor 
Should Read 
This Free Book: 


“Trend Interpretation”’ 


“Trend Interpretation” by T. E. 
Rassieur is a comprehensive booklet 
that presents a new sound market 
opportunity. The importance of fol- 
lowing long and short term trend 
movements in buying and selling 
stocks is proved fully and conclu- 
sively by analysis and illustration. 


Shrewd investors know the neces- 
sity of keeping the speculative 
element in stock transactions at a 
minimum. ‘Trend Interpretation” 
tells you how to do it—also gives 
full details of a unique Trend Inter- 
pretation Service based on exact 
mathematical computation — not on 
theories, rumors, or guesses. 


Just ask for a copy of “Trend 
Interpretation.’ It will be sent free 
and without obligation. 


T. E. RASSIEUR 


Trend Interpretation Service 


1690 Continental Bldg., St. Louis, Mo. 
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KEEP POSTED 


The pieces of literature listed below have 
been prepared with the utmost care by busi- 
ness houses advertising in this issue. They 
will be sent free upon request, direct from 
the issuing houses. Please ask for them by 
number. We urge our readers to take full 
advantage of this service. Address Keep 
Posted Department, The Magazine of Wall 
Street, 90 Broad Street, New York, N. Y. 





“ODD LOT TRADING’’ 


Jokn Muir & Oo., members New York 
Stock Exchange, are distributing their 
booklet to investors. (225) 


‘“‘TRADING METHODS’’ 


This handbook issued by Chisholm & 
Chapman, contains much helpful informa- 
tion for traders. A copy together with 
their Market Letter will be mailed upon 
request. (785) 


MARGIN REQUIREMENTS 


McOlave & Co. have prepared a leaflet 
explaining margin requirements. A copy 
will be sent on request. (891) 


20 LEADING AVIATION STOCKS 


This circular, prepared by Dunscombe 
& Company, members of the New York 
Stock Exchange, will be sent on request. 
(937) 


MARGIN REQUIREMENTS, COMMISSION 
CHARGES 


J. A. Acosta & Co., have prepared a fold- 
er explaining margin requirements, com- 
mission charges and trading units. Copies 
gladly sent investors and traders. (939) 


TREND INTERPRETATION 


ee above named booklet, prepared by 
E. Rassieur, will be sent free on re- 
ease to interested readers. (992) 
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Low Priced Stocks 


UnpeRNEATH the main trend of the 
market various cross currents are 
always in motion. Recently, for ex- 
ample, a difference could be observ- 
ed between the behavior of the low 
priced stocks—those under $20 a 
share—and the higher priced mar- 
ket leaders. 

The severe break on October 18th, 
of course, carried everything down, 
but on the succeeding declines the 
low priced shares lost much less pro- 
portionately than the leaders. In- 
deed, they exhibited a much stur- 
dier resistance to decline than would 
be inferred by the behavior of many 
market averages which were domi- 
nated by higher priced issues. 

Many people have asked why this 
was so. The reason, we think is ob- 


vious. The stock which broke from 
8 to 4 in mid-October and is now 
back at 8 has had a much better 
cleaning-out than one which broke 
from 60 to 50 and is now at 60 again. 
All the distress selling which might 
hit the market at 7 or 6 or 5 is out 
of the way. When the market broke 
so badly most brokers insisted upon 
100% margin, in low priced shares 
and only the stronger accounts kept 
their positions in it. Even the new 
purchasers on the rally have been 
required to put up a very much 
larger proportionate margin than if 
they had bought the 60-dollar stock. 

It is quite unusual to find the 8- 
dollar issues in a stronger technical 
position than the leaders. Since they 
generally lack a short interest, and 


they attract a less powerful caliber 
of buying, their resistance to de- 
clines is expected to be relatively 
poor. But with the usual picture 
now at least partially reversed, it 
will be interesting to watch the fur- 
ther effects of a healthy technical 
position. There is logic back of the 
idea that stubbornness on the down- 
side portends agressive gains when 
the whole market turns up. 

Time alone will tell whether this 
reasoning will prove to be justified 
and whether the condition will hold 
true long enough to produce its ef- 
fect. Judging from their present 
thoroughly sold-out appearance, 
however, the lower-priced issues 
have a better than ordinary oppor- 
tunity to make good. 
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Interpreted Statistics 


ANNOUNCING A NEW FEATURE k ok ok 


For several months we have had in preparation a new section of The Magazine of Wall Street 
which should prove of unusual value to business men. 


Recognizing the need for comprehensive business statistics, which are up-to-the-minute and 
conveniently classified, in an early issue we will publish an eight-page section which will provide 


all-important figures on:— 
Business Activity 
Leading Industries 
Money and Credit 


Retail and Wholesale Trade 
Domestic and Foreign 
Banking 


Commodities 
Foreign Exchange 
Security Markets 


These are not to be just dry figures. They will be interpreted as to changes and prospects by 
comments made by specialists in each field. Such comments alone will be the equivalent of a 
complete bi-monthly business service. 


Readers of The Magazine of Wall Street will thus be provided with a constant and ready 
reference to latest essential figures, freshly interpreted for each significant change. 
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Tibebetk 
TOMORROW’ 


As we make such promises, we Americans emphasize daily the speed and 


AN ADVERTISEMENT OF THE WESTINGHOUSE ELECTRIC & MANUFACTURING COMPANY: EAST PITT SBURGH, PENNSYLVANIA 


safety of modern railroad transportation, of which electricity is a vital patt. 


“TOHNSON will meet you in 
J St. Louis this afternoon’ .. 
“Yes, sir, you'll get your shipment 
in the morning”... ‘‘Mother will 
arrive at 4:43.” How casually we 
make and accept such promises, 
which take for granted the arrival 
of railroad trains safely and on 
time! 

This faith in railroad timetables 
is well-founded. Year after year 


train schedules are maintained with 


W) Westinghouse 
Tie name Teal meant 


remarkable efficiency. Railroad 
safety is no longer even questioned. 
And in addition, modern railroad 
progress has brought new comfort 
for passengers, new services for 
shippers, new speed for both. 
Throughout this growth, elec- 
tricity—and Westinghouse—have 
played an increasingly important 
part. First, automatic switching and 
signaling systems. Then practical 
main line electrification, followed 


by amazing economies in long- 
haul, heavy-duty service. And now 
streamlined trains, Diesel - electric 
powered, that whisk travelers at new 
speeds in air-conditioned comfort. 

As you travel by railroad, the 
things you notice are the trains, the 
tracks, the terminals. Unseen is the 
electrical equipment of every type, 
which helps our great transporta- 
tion systems to function with speed 


and safetv. 
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ROOSEVELT SHIFTS COURSE ... The President’s 
message at the start of the special session of Congress 
was generally reassuring and conciliatory in tone. It went 
about as far in this direction as could have been ex- 
pected by any realistic observer of the political scene. 
Going to the heart of the present economic problem, Mr. 
Roosevelt emphasized the need of policies aimed at acti- 
vating private capital. Coming on top of similar em- 
phasis on the same point in a public address by the 
Secretary of the Treasury, this implies that the New 
Deal has turned its back on the “pump-priming” theory, 
that it is adverse to meeting the emergency with any in- 
flationary “shot in the arm” and that it is staking its 
political future on its ability to encourage an orthodox 
business recovery financed by private capital and credit. 

That the President was able at this time to offer noth- 
ing more definite is scarcely surprising, and his state- 
ment that he is availing himself of qualified advice is 
perhaps more encouraging than would be any effort to 
wave a magic wand. It is worth noting that in speak- 
ing of his consultations he gave first place to “the wis- 
dom and advice of managers of large industrial and 
financial enterprise.” That is something new in the New 
Deal, whether merely an expedient or not. 

He stuck to his demand for flexible wage-hour legis- 
lation, surplus crop control, executive reorganization and 
regional planning; reiterated his hope for more liberal 
Supreme Court interpretations of the Constitution; and 
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again promised a balanced budget in the 1939 fiscal year. 

In taking note of “a marked recession” in business, 
the President observed that underlying conditions “are 
not unfavorable”; and added that the banking system is 
not over-extended, inventories are not dangerously large, 
we are not over-extended in construction or capital 
equipment and “speculation requiring liquidation does 
not overhang the markets.” 

This summary of the position is essentially accurate— 
and, at least by implication, the President concedes that 
the missing link is the confidence of capital. Restoration 
of such confidence, after the damage done in the past 
four years, can not come overnight. What is required 
it not reassuring words so much as reassuring deeds by 
the Administration and Congress over coming months. 


TAX REFORM UNDER WAY ... All indications point 
to growing support among members of Congress for 
substantial revision of the capital gains and losses sec- 
tion of the income tax law. Critics, including the Comp- 
troller of the State of New York, have long pointed out 
that high tax rates on capital gains are both economi- 
cally unsound and non-productive of revenues. Wash- 
ington was apathetic—until severe market and business 
reaction concentrated attention on the subject. 

The House Ways and Means sub-committee on taxa- 
tion is now reported favorable to more liberal loss allow- 
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ances. It is also weighing the merits of returning to the 
pre-1934 flat rate method of taxing capital gains, as an 
alternative to retention of the present sliding scale 
method with liberalization of the scale. There are two 
uncertain factors in the outlook. First, the Treasury 
may support the entirely new “inventory method” of 
taxing capital gains, under which “paper” gain in assets 
at the end of the year would be taxed the same as 
realized income. Second, neither the wishes of the Treas- 
ury nor of the House committee will necessarily deter- 
mine the final action by Congress. 

It is worth noting that the flat 1214 per cent tax on 
capital gains yielded the Treasury more than $500,000,- 
000 in 1929. In last year’s bull market the present sys- 
tem yielded it only some $85,000,000. The figures show 
that nothing would be lost by the experiment of sub- 
stantial downward revision of the present rate. Indeed, 
the odds favor large benefits both to taxpayers and the 
Treasury. The Administration was quite willing to 
gamble with the now discredited experiment of the un- 
distributed profits tax, against the united opposition of 
business. It seems strangely reluctant to risk an experi- 
ment in a promotional rate of taxation on capital gains. 
If a promotional rate, stimulating volume, is good busi- 
ness for the utilities, why is the principle not exactly the 
same in encouraging the cashing of capital gains? In- 
stead of studying the possible losses of revenue from 
downward revision of this tax the Treasury might better 
study the probable imcrease in revenues. 


PEACE OFFERED TO UTILITIES . . . The President 
intimates that he is ready to end the long and useless 
war between the New Deal and the public utilities, but 
on his own terms. He demands that valuation of utility 
properties for rate-making purposes be based on the 
“prudent investment” principle. This change might be 
adopted by the utilities if in return the Administration 
gives the industry assurances regarded as adequate com- 
pensation for the resultant lower rates. On the other 
hand, it may be forced upon them by a change in the 
long standing Supreme Court concept of what consti- 
tutes proper valuation. For many years the Court has 
taken numerous factors into consideration—original cost, 
prudent investment, reproduction cost, return on the 
investment, etc. The liberal Court minority has long 
leaned toward the principle urged by the President. With 
inclusion of Justice Black, that minority may become a 
majority on a valuation issue now before the Court. 

Historically, politicians have demanded valuation on 
the basis of original costs in periods of high prices; and 
when prices were lower than original costs they have 
favored valuation on reproduction costs: in other words, 
on whichever principle would cut into utility revenues 
the most. The present political effort thus runs true to 
form. Even if a new principle should now be estab- 
lished, it would probably be under attack if at some 
future time a low price level should appear to be to 
the advantage of the utilities. Meanwhile, only what 
the President asks is clear. How much of a respite he 
will give the utilities in return remains nebulous. 








ANOTHER COTTON CRISIS ... The American cotton 
crop for this season is estimated at an all-time high of 
18,243,000 bales. Simultaneously, foreign production has 
reached a new high upward of 20,000,000 bales. To- 
gether with world carryover of 13,000,000 bales, this 
makes a supply of more than 51,000,000 bales. World 
consumption last year was 30,000,000 bales and a record 
level at that. Thus, a plethora of cotton again over- 
hangs the markets, with inexorable pressure on the 
price of the staple. 

What is the United States going to do? Washington 
planners can control neither the world price nor the 
weather. They can control the acreage planted, but not 
the yield per acre. There are only two logical choices 
open to us. One is the economy of scarcity, with acre- 
age control, subsidies, loans aimed at pegging the domes- 
tic price and further loss of world markets. The other 
is an economy of abundance, following precisely the 
mass production philosophy of our most successful in- 
dustries. 

We lead the world in automobiles because our motor 
industry sells greater values for less money than can be 
done in any other country. May not this be the way 
out for cotton? There are difficulties, to be sure. We 
would have to increase the Federal subsidies for some 
time, but if such funds are spent to encourage the lowest 
possible growing cost per pound, instead of to purchase 
scarcity, it would be money spent in a sound cause and 
we would stand an eventual fair chance of making cot- 
ton self-supporting. On the other hand, price-pegging 
subsidies are an immediate palliative but a hopeless 
longer term gamble. 


HELPING CONSTRUCTION .... The shortages created 
by years of under-building and simultaneous growth of 
population have been made up in only slight measure in 
the recovery of the past three years. It is highly prob- 
able that we are now seeing merely a temporary halt in 
the building revival and that eventually recovery in this 
field will go much farther. 

The requirements for a major rise in construction are 
more favorable relationships than presently exist between 
building costs on the one hand and rentals and national 
income on the other hand. The cost of building ma- 
terials has declined moderately, and total costs are tend- 
ing to stabilize a trifle under the year’s highs. Mean- 
while, the trend of rents remains upward but at a slower 
pace and economic reaction may turn it down. 

Improvement in these relationships and in the general 
business trend will be more significant in their bearing 
upon the outlook for construction than all the nebulous 
talk of more Government stimulants for building now 
being heard at Washington. The biggest thing the Gov- 
ernment ever did for construction was the long term, 
insured F H A mortgage. This has been an effective help. 
Neither Government housing projects nor Federal sub- 
sidies to private builders can give us a construction boom. 
Private money will do that—when and if the basic eco- 


nomic factors are propitious. 
Monday, November 15, 1936. 
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BY CHARLES BENEDICT 


THE GOLD FALLACY 


vice to the time early in the depression when various 
European countries foresook the gold standard the influ- 
ence of gold on business sentiment or on prices was a 
minor consideration to the average man. He knew that 
gold then was the backing of currency, that it was used 
to settle international balances, that it had rigid 
fixity of price the world around—in the United States 
$20.67 per ounce; but beyond that it concerned him 
not at all. 

In 1933, however, in common with the politicians, the 
business man became distinctly gold conscious. He was 
sold the idea that the price of gold was an instrument 
in making all prices and a mighty force in determining 
prosperity. He became aware of gold holdings by central 
banks and treasuries. So aware did he become, in fact, 
as to be hypersensitive on the subject. 

Thus, a few months ago, great concern was felt over 
the continuous influx of gold to this country. Foreign 
balances were referred to as a menace. Last Spring 
there was great uneasiness over the rumor of lowering 
the gold price or embargoing its inflow or outflow. More 
recently fears veered the other way. Gold was flowing 
out—moderately enough but, in conjunction with slack- 
ening business, sufficiently to start rumors of raising the 
price of gold and further devaluing the 
dollar. Uncertainty held sway. 

And yet a review of recent history and 
careful consideration of the facts would 
lead inescapably to the conclusion that 
gold is moving independently as a “com- 
modity”—having lost its monetary sig- 
nificance since 1934—and is not the pri- 
mary influence in making world prices. 
That, as a matter of fact, to a greater 
extent than ever, the law of supply and 
demand is the major factor in making 
prices—not gold. It was not until sur- 
pluses of raw materials that accumulated 
as a result of the panic of 1929 were 
worked off that prices began to rise. 

Again, within the last few months we 
have had a stock market decline of tre- 
mendous proportions and a crash in com- 
modities, yet gold has consistently sold 
in the free market of London at slightly 
above $35 an ounce! More recently we 
have witnessed some semblance of price 
recovery but there has been no change 
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in the price paid for gold. How can the price of this 
metal, then, be taken as a governing influence in price 
determination today? 

Yet we still hear the voice of gold experts—both 
domestic and international—some counselling lowering 
the gold price, others advising raising it, as a means of 
solving our world economic problems. Therefore, one 
‘an only come to the conclusion that gold is not fune- 
tioning according to theories with which men are familiar 
—that there is obviously reasoning on wrong premises 
or following habits of thought which have not applied 
since the United States acted independently in fixing 
a new value for gold. 

When our government raised the price it was not 
done in agreement with other nations of the world. We 
outbid all buyers, and the world hastened to sell their 
gold to us at a gigantic profit. And, because there was 
little relation between the new price of gold and the 
value of commodities and raw materials a new method 
of equalization was attempted. Managed currency came 
into being, whereby each nation ultimately was able to 
conduct its affairs with a sufficient stability of price 
movement to enable trade and industry to function on 
a basis of the exchange ratio (Please turn to page 192) 





The great U. S. gold vault at Fort Knox, Kentucky. 











Prospects f 


BY A. T 


Tux intermediate recovery that is the normal after- 
math of severe market decline now appears under way. 
Subject to the usual technical reversals, the general 
trend should be upward for a period of weeks. There 
is no reason, however, to assume that the initial fast 
pace of the most recent rally can be maintained. 

Improvement in speculative sentiment rests on the 
double foundation of favorable technical performance 
during the past ten days and _ psycho- 
logically encouraging developments at 
Washington. Between November 1 and 
8 there was a stiff secondary reaction, 
but it was accompanied by a declining 
tendency in volume and it halted short 
of the extreme October 19 lows in the 
averages by a considerable margin. 

That reaction was led by a minority 
of good grade industrials, some of which 
reached new lows. For this reason, the 
sensitive Dow-Jones industrial average, 
on the basis of closing quotations, on 
November 8 broke through the closing 
low of October 18 by nearly 2 points. 
But the rail and utility groups, as well 
as a majority of lower-priced industrials, 
held well above former closing lows. It is worth noting 
that on a percentage basis, the great majority of stocks 
in the lowest price groups remained far above the Oc- 
tober 19 lows, a fact attesting to the thoroughness of the 
clean-out of margin positions in that climactic session 
of more than 7,000,000-share turnover. 

It will be recalled that in the July-August rally the 
higher grade industrials led the movement and that it 
was not “confirmed” by the rank and file of stocks. In 
retrospect it can be seen that the cumulative loss of 
breadth in the market was a signficant danger signal in 
the final phase of the bull market early this year and 
again on the summer rally. We now have the reverse sit- 
uation in which the breath factor appears encouraging. 
with the more inclusive indexes giving a more favorable 
picture in periods of reaction than the Dow-Jones in- 
dustrial group. 

As this is written the market has held within a trading 
range for more than three weeks, with an apparently 
firm level of resistance indicated around the 124-128 
range in the Dow-Jones industrial average and around 
the 61-62 level in this publication’s more comprehen- 
sive index. We are inclined to believe than an adequate 
technical base has thus been set up for a substantial 
intermediate recovery, with nearby test of the upper 
level of the trading range of the past three weeks more 
likely than another test of the lows. The range of 124- 
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128 in the Dow-Jones industrial average was reached 
on decline in nine trading sessions out of nineteen be- 
tween October 18 and November 8, with significant pen- 
entration on the downside only in two hours of hectic 
marginal liquidation on the morning of October 19. 
This would seem ample technical justification for the 
opinion that the price “floor” now built will hold at 
least for the rest of this year. Cancellation of some part 
of the renewed rally, however, is pos- 
sible, and purchases whether for short- 
intermediate - swing — should 


swing or 
prudently be confined to periods of re- 
action. 

The present scurrying around at 


Washington in search of remedies aimed 
at checking the business and market 
deflation and encouraging renewed re- 
covery is, of course, the inevitable pol- 
itical sequel to the adverse economic 
changes seen in recent months. That the 
Government would quickly abandon a 
hands-off attitude and do everything 
possible to bolster business and financial 
sentiment was a certainty pointed out 
in these articles repeatedly. 

The present emergency atmosphere at Washington is 
in many respects similar to that of early 1933 and also 
to that of the winter of 1929-1930. Broadly speaking, the 
Government effort to stimulate business is not going to 
be as easy as it was in 1933 nor as impossible as it was 
found to be by Preident Hoover after the 1929 crash. 
Materially and psychologically, the country was drastic- 
ally deflated in March, 1933. Business and markets were 
in a position to respond almost instantly to the stimu- 
lating efforts of an Administration which had not then 
revealed either the real scope of its contemplated “social 
revolution” or its hostility to the profit system. 

The winter of 1929-1930 found business activity down 
as most some 15 per cent from the high level of the pre- 
ceding August and with deflation of swollen speculative 
credit only started, although that was not realized at 
the time. Mr. Hoover called on industry, especially the 
utilities and railroads, to spend confidently for equip- 
ment in order to maintain business activity and employ- 
ment. We had a pro-business Government then. Never 
in time of national emergency did industry cooperate 
with Washington more promptly and generously. To 
their later regret, many companies launched heavy 
spending programs. 

Painful memories of the futility of the Government's 
efforts to stem deflation in 1929-1930 are still fresh. 
Moreover, business and finance have too long been lam- 
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The market's recent technical action, remedial efforts at Wash- 


ington and a stronger tone in speculative commodities appear 


to favor substantial intermediate recovery over coming weeks. 
We advise selective trading purchases in periods of recession. 


basted by the present Administration to permit a quick 
conciliation. For both these reasons sophisticated in- 
vestors and speculators will not let bullish enthusiasm 
run away with them when they see in the daily news- 
papers such headlines as the following: 

The Times: “New R F C Loans, Easing Taxes, Using 
Social Security Funds, Studied to Spur Business.” 

Herald Tribune: “Roosevelt Offers Peace for Utility 
Companies If They Meet His Terms.” 

The Sun: “President Consults Business Leaders on 
Promotion of Construction Boom.” 

World-Telegram: “Roosevelt Works in Secrecy on 
Plan to Check Slump.” 

You will hear a lot more of this sort of thing in the 
weeks to come. Because a remarkably fast and drastic 
reaction in business activity, commodity prices and 
stock markets has been compressed in this final quarter 
of the year, the chances are that the Government’s 
efforts and promises will be psychologically stimulating 
at least over the rest of the year. On the basically favor- 
able side, there is no backlog of inflation in stock market 
or business credit or in construction or heavy industry 
expansion remotely comparable to that in the winter 
of 1929-1930. For this reason, plus remedial efforts at 
Washington, there is a basis for hope that the low point 


to be reached by business activity either late this month 
or in December will stand as the bottom for some time 
to come and that it will be followed by at least temporary 
improvement early in the new year. There is strong 
precedent for January-February improvement in busi- 
ness, following fourth quarter decline, even in major 
deflation cycles. Since it is to be doubted that we are 
facing more than an intermediate reversal in the longer 
cycle, there is all the more reason to regard the initial 
months of 1938 with hope, especially since correction 
has been so fast and severe. 

It will, of course, not be possible to evaluate the Gov- 
ernment’s changing policy intelligently except as it is 
gradually unfolded by the deeds—rather than the words 
—of both the Administration and Congress during the 
next several months. Meanwhile there will be no basis 
even for a guess as to whether we will see a renewal of 
the major recovery in business activity and stock prices 
sometime in 1938 or whether there will be further reac- 
tion following the probable nearby rebound. Wash- 
ington will remain the biggest question mark. While 
one is justified in regarding the near-term market out- 
look with optimism, security operations must be based 
on the premise that we are seeing an intermediate rally 
in a bear market—until the market tells us otherwise. 











M.W.S. BUSINESS ACTIVITY 
PER CAPITA BASIS 






BUSINESS ACTIVITY INDEX 


MILLION SHARES 





THE MARKET RECORD 












VOLUME 







Se 
aE 





a 


M.W.S. COMBINED AVERAGE 


330 COMMON STOCKS 
100 


INDEX 






90 


80 


STOCK PRICE 


70 

























NOVEMBER 20, 1937 































The Special Session— 


Its Threats and Promises 


Business Looks to Congress 


BY RAY 


_ ae and little—will get its first legislative 
break since Franklin D. Roosevelt came to town at the 
present and regular session of Congress which convenes 
in January. For the first time in five years the legis- 
lators are in a mood to hold out more of promise than 
of threat to private industry, even including newspaper 
publishers and utility magnates. 

The business world must not expect too much all of 
a sudden, for political governments don’t operate that 
way. They must hem and haw before admitting their 
blunders. There will be no overnight scrapping of New 
Deal regimentation to which industry objects so strenu- 
ously. But there will be progressive, piecemeal amend- 
ments to various measures which now discriminate 
against private enterprise and the profit incentive. 
There will also be stiff opposition to such pending pieces 
of legislation as the wages-and-hours, farm control, mul- 
tiple power agencies and government reorganization 
bills. It is doubtful if President Roosevelt will be able 
to recognize these legislative chickens when—if ever 
they return to the White House roost. 

The reasons for the changed mental state on Capitol 
Hill are ironic, and yet natural. Five years ago the mar- 
ket collapse and subsequent industrial depression fright- 
ened the politicos into blind subservience to Mr. Roose- 
velt. He seemed to have both the right answers and the 
right questions, and they amened him by enacting his 
proposals without knowing the titles of the bills. For 
a while economic conditions improved, and they praised 
the nearest approach to Allah we have ever had in the 
United States. He was the one and only saviour. They 
expected miracles. 

None has come. On the contrary, business and indus- 
try have gone into another tailspin which, in some re- 
spects, is sharper than the original dive. In some indus- 
tries the decline in production has been more precipitate 
than it was in the early days of the original depression. 
The result has been that the legislators question whether 
the President’s prescriptions strengthened or weakened 
the patient. Never before in Rooseveltian days was 
there such a cynical and questioning attitude on Capitol 
Hill. To them Mr. Roosevelt is no longer a miracle man. 
Indeed, there is a slight suspicion that he may be only 
an old-fashioned, medicine man. 

Mr. Roosevelt has been unfortunate in another respect 
so far as retaining the economic respect of Congress is 





TUCKER 


concerned. Whenever a slight industrial dip occurred 
in the past, the members were in session at Washington. 
For lack of better information, they subscribed to offi- 
cial theories and explanations that the decline was due 
to a desire of “economic royalists” to discredit the 
Administration, that it was purely a speculative matter, 
that it did not deeply affect the economic machine which 
generates production, employment, purchasing power. 
They swallowed those explanations as gleefully under 
Mr. Roosevelt as they did under Mr. Hoover. 

But they have been living among their own people 
during the present market crash and industrial recession; 
they saw what a repercussion these things have, if only 
psychologically, among the home folks. They know that 
more people are unemployed than Secretary Perkins’ 
figures disclose for the reason that there is a two-month 
lag between the time of factory discharges and their 
official recording at Washington. They know that thou- 
sands have been forced from full to part-time work with- 
out their loss of employment and wages ever appearing 
in government charts and blueprints. They also know 
that applications for federal relief have increased more 
startlingly than at any time since Mr. Roosevelt took 
office — another symptom which won’t show on New 
Deal medical reports until almost the first of the vear. 





Home-folks' Influence 


So much for what the fairly intelligent member of 
Congress knows as he prepares to consider new or old 
legislation sponsored by the White House. But that isn’t 
the half of it. Boyhood friends at home—factory and 
store employers and small-town bankers—have filled 
him up with their complaints against New Deal legisla- 
tion. They have told him why men are being laid off 
and production reduced, and why buyers are skimping 
on the purchases that make the economic world go 
around. 

Mister Congressman has returned to Washington, 
therefore, with his head full of practical, economic les- 
sons. He knows—or believes—that certain taxation pro- 
visions prevent capital from going to work and employ- 
ing men because the government’s take is too great. 
He has been given to understand that under New Deal 
regulation and regimentation the risk has become so 
great that investment shrinks from taking it. He has, 
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most of all, been impressed with the economic uncer- 
tainty resulting from the Administration’s extreme, pro- 
labor attitude. He has, of course, had other lessons in 
practical, kindergarten economics—lessons he never got 
from White House or Congressional tutors—but these 
are the major ones insofar as they will govern his votes 
during the special and regular sessions. 

Before proceeding to a discussion of their attitude 
toward new legislation, let us consider the demands these 
home-town contacts will incline them to make for re- 
vision of measures already on the statute books. As 
evidence that their sojourn among their constituents has 
chastened them, there is the fact that a powerful, pro- 
business bloc has been formed on Capitol Hill. Though 
it consists mostly of Democrats, it will have the unani- 
mous support of members on the other side of the aisles, 

They will demand relaxation of all laws believed to 
dampen and discourage private enterprise. They will 
aim first at modification of corporate taxes, especially 
capital gains and losses and the undistributed surplus 
levy. They will insist on revision of the “death sentence” 
provision, now before the courts, so that worth-while 
holding companies may survive and expand. To revive 
the building industry, they will urge resumption of the 
home modernization campaign, and seek better FHA 
terms for home builders. Drastic amendment of the 
Wagner Act so as to make it less lopsided, less pro-labor, 
is almost a certainty. 

These changes—and there is an excellent chance that 
they will become effective—are significant chiefly be- 
cause they are symptomatic. They reflect a growing 
conviction on Capitol Hill that the government cannot 
permanently carry the economic load, and that business 
and industry will not shoulder the burden unless they 




















receive assurance that they will receive fair treatment 
at Washington. The legislators at last seem to realize 
that Uncle Sam cannot forever stimulate production by 
issuing IO U’s against future generations. Indeed, the 
same idea seems to have dawned upon Messrs. Roose- 
velt, Morgenthau and Eccles. 

All new legislation will undergo microscopic scrutiny, 
and not a single bill on the Roosevelt program will be 
enacted in its original form. The government reorgani- 
zation measure, for instance, will be stripped of all pro- 
visions vesting dictatorial power in the President. If 
and when passed, it may permit him to name six “pas- 
sionately anonymous secretaries,” to set up a Depart- 
ment of Welfare and to change Interior to a Department 
of Conservation. But it will not authorize him to re- 
shuffle independent agencies and bring them under his 
wing. Congress has had too many examples of presi- 
dential expansion and eagle-spreading to approve such 
a suggestion. They haven’t forgotten the Hugo Black 
appointment. 

The wages-and-hours measure, if passed at all, will be 
only a shadow of its first form. The A F of L violently 
opposes it, and the CIO is cool to it. So are the farm- 
ers, who fear that it may again boost prices. Whereas 
the original, White House aim was a 40-40 proposition 
with sliding, regional scales administered by a federal 
board, Congress will probably provide for a 40-hour 
week and a $12 minimum weekly wage to be adminis- 
tered under hard-and-fast rules. It will not permit any 
federal agency to fix regional (Please turn to page 190) 











A Crisis in Rails 


Rates and Traffic Volume 
vs. 
Costs and Wages 


BY JAMES F. MERRITT 


i terms of essential service performed, capital 
invested and volume of supplies purchased, the 
railroads constitute one of the most vital fields 
of economic activity, Yet their history has been 
one financial crisis after another, with every 
major depression bringing numerous bankrupt- 
cies. Right now they face a renewed crisis 
which is unusual in that it developed not in a 
general economic depression but at the crest of 
a four-year recovery. It was clearly apparent 
last summer, before the present business reaction 
assumed threatening proportions. 

Once more the many thousands of owners of railroad 
stocks and junior bonds have seen the values of their 
holdings melt away in sickening decline—a decline sub- 
stantially greater than that of the market as a whole. 
They are told by some observers that the carriers are 
hopelessly overcapitalized, that they have permanently 
lost much traffic to the motor truck, inland waterways 
and intercoastal steamship lines, that railroad manage- 
ments are still living in a dead past and that satisfactory 
earning power can never be recovered. 

If this indictment is true in the main, there are gloomy 
days ahead for railroad investors. If it is true, we can 
not expect railroad purchases of equipment and mate- 
rials to provide major support for renewed economic 
expansion when the present reaction terminates. If it is 
true, we must ultimately face government ownership 
of the railroads. 

But is it true? The answer lies partly in the realm 
of economics, partly within the sphere of governmental 
policy. The answer also may be one thing from a short 
term point of view and quite another thing from a long 
term viewpoint. 


Nesmith. 
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Let us take the matter of funded debt to begin with. 
What test shall be applied to determine whether it is or 
is not excessive? Strictly speaking, you may say that 
any industry which can not earn fixed charges under the 
worst probable economic contingencies, as suggested by 
past experience, is per se over-indebted. But the rail 
debt is far less than the actual property investment and, 
in relation both to the investment and the service ren- 
dered, it has been declining for many years. 

As pointed out by F. R. Dick, chairman of the railroad 
securities committee of the Investment Bankers Associa- 
tion, the debt of the railroads was 54 per cent of their 
road and equipment account in 1894; 52 per cent in 
1901; 50 per cent in 1923, and 45 per cent in 1929. Thus, 
comparing the present position with that at any time 
during the past forty years or more, the significant 
change is not in debt or fixed charges but in earning 
power. It is very well to say that it would be much 
better, as we can now see, if the carriers had financed 
themselves more by stock issuance and less by funded 
debt, but any industry of necessity finances itself under 
the terms and conditions available at the time; and it 
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would not have been possible to build our railway sys- 
tem except by heavy reliance on funded debt. 

Now, of course, neither economics nor politics has any 
respect for the sacredness of past debts. If rail earn- 
ings can not in one way or another be substantially in- 
creased, fixed charges in the long run must be lowered. 
They could be lowered—at great cost to investors—by 
wholesale bankruptcies and reorganizations. So defla- 
tionary a remedy would be painful to all concerned and 
would: be interminably dragged out in legal delays. 
Fixed charges could also be lowered by large scale re- 
funding operations in the existing cheap money market, 
but that would require first a great improvement in rail 
earnings and credit. 

In simple justice to the capital legitimately invested 
in an essential public service, the focal point of attack 
in the railroad problem should be the matter of earn- 
ings—and from the point of view of the national wel- 
fare it is a more practical, logical point of attack than 
any effort to deflate the rail debt. 

Fortunately, the longer outlook for rail earnings has 
been greatly improved by an entirely new rate-making 
philosophy adopted by the Interstate Commerce Com- 
mission in its recent freight rate decision—although the 
correctives indicated can not be worked out except over 
a period of months and although the near term prospect 
is for substantial shrinkage in rail revenues under the 
impact of business recession and greater than seasonal 
decline in car loadings. 

Government regulation of the railroads began at a 
time when the roads had a monopoly on interurban 
transportation. This regulation continued to be domi- 
nated by a basically restrictive philosophy long after the 
roads had in fact ceased to have a monopoly, and when 
in reality their revenues were being steadily deflated by 
motor trucking competition. The wording of the Com- 
mission’s decision granting a relatively minor increase of 
specified rates on certain bulk commodities may be 
taken as a New Deal in Federal railroad policy. It 
appears to be the beginning of an evolution in 


In a nutshell, the Commission took cognizance of in- 
creased costs and conceded the validity of higher rail 
earnings now, without relying upon a possible future 
increase in traffic to save the day. More important, it 
recognized that the heart of the problem is not the 
physical loss of rail traffic to competing carriers but 
competitive rate slashing under which many commodi- 
ties are being carried below cost by the railroads and 
the motor truckers. It virtually invited the rail car- 
riers and their competitors to get together and agree 
on a joint increase in competitive rates which would 
provide badly needed revenue for all without changing 
competitive relationships. 

The railroads have waged a vigorous fight against 
motor trucking competition both by rate slashing on 
commodities suitable for motor transport and by direct 
entry into motor trucking themselves. Today the posi- 
tion of the trucking industry is as desperate as that 
of the railroads. It has been hard-pressed by rail com- 
petition on the one hand, and on the other hand its 
costs, like those of the rails, have been going persistently 
upward, due in part to the inroads of the CIO in 
organizing its field. Moreover, the motor carriers are 
now also under a considerable degree of Federal regula- 
tion and—as in the history of all such innovations— 
the scope of this regulation is more likely to be increased 
as time goes on than to be decreased. Finally, the motor 
trucking industry in recent years has become concen- 
trated more and more in the hands of a limited number 
of large interests, a fact improving the outlook for rail- 
truck co-operation. 

Informal negotiations, indeed, have already borne 
fruit. As this analysis is written the railroads are pre- 
senting to the I. C. C. a petition for a blanket increase 
of 15 per cent on rates applying to competitive freight. 
This is estimated to yield approximately $450,000,000 
a year additional revenue. Within a few days it will 
be followed by formal petition of the regional truckers’ 
associations for a 15 per cent blanket increase in truck 





Federal rate-making philosophy which will for 
the first time conform with the economic realities 
of the present. 

It will be well worth the while of any person 
interested in railroad securities to obtain and 
read in full this decision. Some of the more signif- 
icant observations made therein are as follows: 

“Recognition that the railroads can not hope 
in times of economic depression to earn a nor- 
mal return carries with it recognition of the 
complementary principle that they should be 
given an opportunity to earn more than a nor- 
mal return in times of prosperity.” 

“When stock is within the limits of fair prop- 
erty values, it must in the long run be able to 
yield a reasonable return, if the system of pri- 
vate ownership is to work.” 

“No other conclusion is possible than that the 
net earnings of the railroads are now incon- 
sistent, in general, not only with constitutional 
standards as to the rights of the private owners, 
but also with the conditions necessary for the 
proper conduct of the public service of railroad 
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rates. It is understood that the railroad unions, having 
won substantial wage increases, will formally intervene 
with the Commission in support of the carriers’ petition. 
Finally, it is reported, that the intercoastal steamship 
interests, representatives of railroad security owners and 
certain large shippers will also support the cause of 
higher rates. 

This is the most important transport rate case in 
many years. The request for substantially higher rates 
is buttressed by the logic of existing circumstances. 
For the first time it is a united drive by all main 
branches of common carrier transport. The Commission 
itself set the stage for it. Naturally, there will be oppo- 
sition from some shipping groups, and especially vocal 
political opposition from agricultural sections. For this 
reason, the espousal of higher rates by rail labor will be 
a valuable political offset. 

Now, of course, it is beyond forecast how much of the 
requested increase the Commission will approve, or how 
much time it will require to reach a decision. Its gen- 
eral attitude, however, is clear: that is, that the rail- 
roads must be fairly compensated for the higher costs 
foisted upon them; and that if efficient railway service 
is to be maintained under private ownership there is 
no alternative to extracting such increased rail revenues 
from shippers. 

It- can, therefore, be assumed that at least a substan- 
tial proportion of the requested rate increase will be 
granted. Since the need of the carriers is increasingly 
urgent as economic recession deepens and since present 
costs and earnings have already been exhaustively in- 
vestigated by the Commission incident to favorable ac- 
tion recently in the rate case involving some $47,500,000 
additional revenues, there is reason to hope that the 
present proceeding will be expedited. 

On the other side of the picture, it must be realized 
that the I. C. C. is only one branch of the Government, 
and that there is no coherent Federal railroad policy. 
From time to time Congress has adopted cost-raising 
“make work” legislation under the pressure of the rail 
union lobbies, and it may do so again. The trend of 


railroad taxes, Federal and local, has been persistently 
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upward, with no change for the better now visible. The 
attitude of the Roosevelt Administration toward the 
railroads to date may be summed up as negative— 
neither openly hostile nor actively favorable. Directly 
and indirectly, Roosevelt policies have contributed to 
radically higher railroad costs. There is no evidence 
that the Administration—apart from the independent 
I. C. C.—has given any thought to the question of 
where the carriers would get the money to meet these 
higher costs. On the other hand, there is also no evi- 
dence that the Administration is opposed to the idea 
of equitable rate adjustments. Moreover, there is ap- 
parently no wish of the Administration for even eventual 
Federal ownership of the railroads. 

Now as to railroad costs, the propagandist claim that 
they have been raised by some $663,000,000 annually 
in recent years must be taken with a large grain of 
salt. Costs no doubt have increased that much, but 
a major part of this figure represents higher prices of 
materials, supplies and equipment. It was not to be 
expected that the railroads could indefinitely buy goods 
at the prices of 1932-1933. On an average the prices 
of the goods they buy did not reach at any time in this 
recovery the level of 1923-1929, in which period the 
carriers earned wholly adequate revenues. Moreover, 
the costs of most materials has been declining since 
last March and, with the exception of bituminous coal, 
are quite likely to average somewhat lower in 1938 than 
in 1937. Certainly they will not be higher, for by all 
present signs the back of the commodity price inflation— 
basically unfavorable to such industries as railroads 
and utilities—has been broken. 

On top of the restoration of depression pay cuts, 
wages of rail labor have been raised by an estimated 
$135,000,000 a year. As in any industry, however, the 
real cost of labor is not the amount per hour or per 
day but the unit cost of a given volume of production. 
Even allowing for the recent wage increases, the unit 
cost of rail labor is today considerably lower than it was 
during the last era of railroad prosperity. The best 
measure of this is ton-miles moved per year per em- 
ployee. This was increased from 202,837 in 1920 to 
318,005 in 1936 or by more than one-third. Since 1922 
the average speed of freight trains has been increased 
by 42 per cent; the carrying capacity of the average 
freight car by 13 per cent; the average train length by 
20 per cent; the average service performed per freight- 
train-hour by 62 per cent. 

There is no reason to assume this drive for ever- 
increased efficiency has reached its limit. On the con- 
trary, only present adverse financial factors are delay- 
ing the inevitable replacement of much obsolete rolling 
stock with modern, cost-reducing equipment. A substan- 
tial rate increase might further this movement, but it will 
not assume large proportions except under favorable eco- 
nomic conditions and a rising level of traffic—conditions 
not likely to prevail over the next five or six months. 

There is little prospect of reduced railroad taxation, 
but the probable revision of the undistributed profits tax 
by Congress will be helpful to many roads on the finan- 
cial borderline—roads that are showing some earning 
power but that need to use earnings to pare down float- 
ing indebtedness or for pur- (Please turn to page 182) 
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Japan’s Weak Spot 


Lack of Essential Materials May Decide Far 


Eastern War—U. S. in Strategic Position 


BY THEODORE M. KNAPPEN 


Warn President Roosevelt, in his Chicago speech at 
the end of his recent western tour, spoke of quarantining 
Japan, he said something that may work either to re- 
strain Japan in her present career of violence or to 
prompt her to pursue it with renewed energy. 

It takes only a casual glance at the statistics of 
Japan’s foreign trade to see that she cannot endure 
defeat and perhaps cannot maintain her industries long 
enough for a delayed victory. Japan is the least power- 
ful industrially of the so-called great nations. As can 
be seen from the chart below, Japan is lacking in prac- 
tically all important primary or secondary materials of 
war except nitrates and sulphur. 

Russia comes nearer to equalling the American inde- 


pendence in respect of essential raw materials than any 
other country. Listing essential, raw materials which 
are largely in adequate supply at home, as being coal, 
iron, ore, petroleum, copper, lead, nitrates, sulphur 
(pyrites), cotton, aluminum (bauxite), zinc, manga- 
nese, wool, potash, phosphates, mercury and mica, only 
rubber, chromite, antimony, and tin seem to reveal abso- 
lute or near deficits based on the relation of supply to 
consumption. 

Japan, by way of extreme contrast, seems short on 
coal, iron ore, petroleum, copper, lead, cotton, aluminum, 
zinc, rubber, manganese, nickel, wool, potash, phos- 
phates, antimony, tin and mercury. The shortage in 
these minerals runs up to (Please turn to page 188) 
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Pump Priming vs. 


resulted in a slump. 


about it? 


BY 


; is one very unusual thing about the collapse of 
the New Deal boom and the present business reaction. 
Never before in time of economic emergency has major- 
ity opinon among economists and political commenta- 
tors arrived so quickly at agreement upon the basic 
causes of the trouble and the needed remedies. 

Taking just three typical samples of this virtually 
unanimous opinion, we find Walter Lippmann, David 
Lawrence and Hugh S. Johnson saying in three different 
publications at the same time that the imperative need, 
if depression is to be averted and a sound recovery is 
to be induced, is a revision of New Deal policies aimed 
at stimulating private credit and investment. 

There is no need to quote these or other authorities. 
Their view is common throughout the business and 
financial world—the view that Government policies 
caused this slump and that only Government action 
can reverse it. Indeed, even most Left-wing New Deal 
advisers go this far with the conservatives, differing only 
on the question of what the Government should do 
about it now. 

To get at the fundamentals, every expansion cycle 
of business activity has to be financed. It may be 
financed by the re-investment of accumulated savings— 
which is the soundest way—or by bank credit inflation 
or, as usually happens, by a combination of bank credit 
inflation and re-investment of savings. But to a pre- 
ponderant degree, the 1933-1937 recovery was not 
financed as every past expansion had been. It was 
financed by New Deal “pump-priming,” the funds being 
created by the banking system in purchasing huge totals 
of Government bonds. 

In proof of the artificial character of the recovery, 
one need only note the small or negative part played 
in it by private credit and private re-investment of sav- 
ings. The “reflation” policy was vigorously pressed 
from June 30, 1933, to June 30, 1936, after which the 
New Deal took the first steps to put on the brakes. 
During those three years the investments of all banks 
in Government bonds increased by approximately 
$10,000,000,000, while total loans and discounts actually 
decreased by $1,600,000,000. Hence, the Government 
was the only inflater of bank credit. 
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JOHN D. 


An attempted transition from a recovery financed by 


public funds to one supported by private capital has 


Where does the trouble lie and what can be done 


Private Financing 


C. WELDON 


Again, as a measure of the absence of normal re- 
investment of savings, note the figures on new capital 
flotations by corporations. Under the New Deal to date 
the total has been less than $3,000,000,000. In the five 
years 1921-1925—before the boom was really in full 
swing—the comparable total was $14,343,000,000 or 
nearly five times as much. We had prosperity and ris- 
ing employment in that former period—while the Gov- 
ernment was reducing its debt—because private credit 
and private savings were actively employed. 

We are threatened with a serious slump now because 
Federal “reflation” was virtually terminated at a time 
when private credit and private investment were un- 
able or unwilling to function under the terms and condi- 
tions that the New Deal itself had imposed upon them. 

Looking back, it seems almost incredible that the 
Government should have raised bank reserve require- 
ments in July, 1936, to check a bank credit inflation 
which up to that time had been caused solely by Fed- 
eral deficit financing. It slammed down the brakes hard 
on private credit expansion before there had scarcely 
been any of it, and at a time when the long awaited 
transition from Federal “reflation” to private initiative 
was showing the first promising signs of accomplish- 
ment. During the latter half of 1936 business loans 
began to show encouraging expansion, a very desirable 
shift in bank credit. At the same time, new capital 
financing by ‘corporations, although at a low level, was 
steadily picking up momentum. 

The setting toward the close of 1936 was favorable 
to a gradual tapering off of “reflation,” a gradually in- 
creased reliance on private credit and private invest- 
ment. But the New Deal mistook a temporary specula- 
tion in commodities—present at some point in every 
past business cycle—for a dangerous boom and _pro- 
ceeded to jump on it hard. Bank reserve requirements 
were further raised. Inflowing gold was “sterilized.” 
The President warned that prices were too high. 

The severe and startlingly fast deflation of commodity 
and security prices and of business activity that fol- 
lowed these moves is now history familiar to all. 

There are two basic alternatives—and a compromise 
between them—if the reaction is to be checked and if 
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renewed economic expansion is to be 
brought about. The New Deal, after 
nearly five years of lavish spending 
for “pump-priming,” could start all 
over again along the same road, for- 
getting promises of a balanced bud- 
get and bringing nearer the spector 
of ultimate disastrous inflation. The 
other alternative is a revision of 
New Deal policies and attitude suffi- 
ciently thorough-to create business 
and investment confidence, activate 
the turnover of existing ample bank 
deposits, encourage a normal flow 
of savings into long term investment 
and stimulate sound use of private 
bank credit. The compromise might 
be a temporary increase in Federal 
spending for six months or a year, 
giving time for careful consideration 





of the policy changes needed to 
effect an enduring transition from 
Federal help to private initiative. 











Unfortunately, it does not follow 
that the Government will confine it- 
self to these logical choices. Unless 
its hand is forced by Congress, the 
Administration is more likely to re- 
sort to half-measures than to whole- 
hearted remedies. It is more likely 
to straddle and postpone the ulti- 
mate issue—the issue between an 
effectively functioning capitalist sys- 
tem on the one hand and, on the 
other, the present strange mixture of 
New Deal collectivism—than to 
reach, any time soon, a clear-cut 
formula of national policy. 
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If we are to rely, as in the past, 
on a capitalist system sufficiently 
free to produce the goods and services needed for a satis- 
factory standard of living, the present restraints that 
must be relaxed or removed are easily to be seen. What 
are they? 

There is much talk of the need of sensible tax revision. 
It is assuredly needed. There is need for realization by 
the New Deal that wage-raising under union pressure, 
with political sponsorship, has proceeded faster than it 
tan be absorbed by the industrial system without ex- 
cessive raising of prices. There is need for the Govern- 
ment to effect a truce, if not enduring peace, with the 
private utilities in order that they may get on with 
essential expansion of facilities. There is need for a 
sane Federal policy toward the railroads, that they may 
continue under private ownership to be major buyers 
of equipment and materials. There is need for revision 
of security market regulation in the interest of broader 
and more orderly markets. There is need for an end 
of hasty experimentation masquerading as “economic 
planning.” There is need for an end to the “twenty- 
four-hour basis” applying to virtually every New Deal 
policy. There is need—psychologically potent—for the 
expansionist gesture of lowering bank reserve require- 
ments as a go ahead signal. 
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But all of these individual considerations still do not 
go to the heart of the matter. The real deadlock, as 
Mr. Walter Lippmann so aptly describes it, arises from 
the fact that we are trying to operate a capitalist sys- 
tem under a government which at heart is hostile to 
that system! 

“Business can not proceed,” he observes, “because it 
is terrorized by the New Dealers; the New Dealers can 
not proceed because, being only half-hearted collectiv- 
ists, they do not dare to follow out the logic of their 
own ideas. What the New Dealers would like is to 
have very prosperous business which they could milk 
in order to provide the subsidies upon which their polit- 
ical power is founded. They would like, so to speak, 
to have capitalism finance its own gradual extinction. 
That they can not have. If they want a prosperous 
capitalism, they will have to give business the security 
under which it can prosper; if they want collectivism, 
they must be prepared to face the grim fact that, once 
they have made the choice, capitalism will not go on 
imperturbably producing wealth for them, but will be- 
come paralyzed and will stagnate. They can move into 
collectivism only through a severe depression and a 
great social crisis. They can (Please turn to page 191) 
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Business trends are currently the greatest influence in 
shaping Roosevelt policies. Administration now realizes 
business is due for a recession, though how much and 
how long is being debated, which badly upsets budget 
and reform plans. How to reverse trend is subject of 
daily huddles of New Dealers, writhing under goad or 
“tory” reminders of Roosevelt’s “we planned it that 
way utterances. For lack of convenient whipping boys, 
prevailing opinion is to accept government responsibility 
for business conditions and continue appearance of con- 
trolling them. 


Heavy spending was definitely abandoned by Roosevelt 
weeks ago, before business slump was apparent—to him 
—and he was determined to balance the budget by 
economies even at expense of relief and farm programs. 
Now he is being pressed to resume spending and lend- 





WASHINGTON SEES— 
Roosevelt scratching for ways to reverse 
business trend. 
Many new plans being talked to spur home 
building. 
New Dealers using business improvement as 
a tool, not an objective. 


Tax modification talk encouraging, but not 
too much so. 


Social security changes to be slow in the 
making. 

Anti-trust revision up for discussion, not 
action. 

C C C becoming a keystone in farm plan 
structure. 


Maritime report arousing wide reaction. 
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ing to “take up the slack” but probably will compro- 
mise, keeping relief at about present level, confining 
federal construction to “normal” one-half billion annv- 
ally, sanctioning RFC and PWA loans in unusual 
cases only, and starting new programs only where con- 
vinced they will have direct stimulating effects where 
most needed. 


Business stimulants. President is being told that build- 
ing revival would be greatest single stimulus to general 
business, and all angles are being searched for the means. 
Railroads could be of great help to industrial activity 
with a rate increase, but that is at least three months 
ahead and Roosevelt can’t decree it. Utilities could 
and would do wonders in the way of big buying if New 
Deal would modify holding company and competitive 
programs. Manufacturers might help themselves, de- 
spite falling markets, if some tax modifications were 
made and there was assurance of no more New Deal 
attacks. Federal and municipal governments are about 
out of immediately useful projects. 


Private enterprise is reluctantly seen as best hope 
for reviving construction. So business will be used as 
a tool to achieve New Deal objectives, which is much 
different from doing things because business wants them 
done. Administration must save face, relinquish no 
long-time objectives, but predominant intra-administra- 
tion advice is to let up on brakes business says are 
retarding. Belief is that by refraining from looking 
further toward the left, business will soon take heart 
and speed up. 


Holding company decision requiring Electric Bond & 
Share to register with S EC will be carried to Supreme 
Court as test case but if upheld there (as is probable) 
it will have little bearing on validity of “death sentence” 
since SEC so far has kept this vital issue out of litiga- 
tion. 


Labor Board's powers in promoting unionization are 
severely curbed by action of Supreme Court in declit- 
ing review of circuit court decision refusing to enforct 
NLRB order to deal with outside union when i 
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meantime company settled dispute in contract with 
local committee representing employees even though 
Board charged coercion. Other important tests of 
NLRB actions still pend in high court. 


Townsend plan revival under title of general welfare 
act is being sought by intensive lobby operating in 
Washington claiming active support of more than 100 
Congressmen. 


U. S. Shipping prospects are painted pessimistically but 
realistically in Chairman Kennedy’s monumental report 
suggesting government ownership as probable eventu- 
ality because private capital is not interested. More 
liberal construction and operating subsidies necessary 
to save a few strategic lines, balance can’t survive even 
subsidized; superliners face serious aircraft competition; 
marine labor conditions are disgraceful; subsidies should 
be based on frank appraisal of importance of merchant 
marine to national defense and foreign trade extension. 
Report will play hob in Congress, with labor, and with 
patriotic groups, but it’s frank and factual. 


Goodyear tire decision setting aside Federal Trade 
Commission order against preferential contract with 
Sears, Roebuck (now terminated) leaves unanswered 
many questions of price discrimination and quantity 
discounts which aroused merchandisers when order was 
issued and which were expected to have important bear- 
ing on application of Robinson-Patman act. 


Free deals, combination offers, fictitious prices and 
such bargain baits are roundly condemned in Supreme 
Court decision—Justice Black’s first—upholding Federal 
Trade Commission order against encyclopedia company 
in case which may have important bearing on price poli- 
cies in many lines and incidentally bolsters New Deal 
theory that government’s duty is to protect gullible 
buyers and consumers. 


Social security advisory council revolted from slightly 
veiled attempt at dictation by S. S. Board and will go 
slow in endorsing even minor changes in law. Less 
starry-eyed than Board’s experts, council is expected to 
oppose liberalizing benefits which will be drain on Trea- 
sury and also extending the act to uncovered workers 
where administrative problems are great. Reserve fund 
question will be subject of long debate, complicated by 
politics as pressure for change comes largely from anti- 
administration quarters while Treasury finds accumula- 
tion of reserve big present help in deficit financing. 


Inflation will be talked much in Congress, but will be 
resisted by administration which considers many com- 
ponents of cost of living too high now. 


Government bonds will be issued no more if budget 
can be kept near enough balance next year or two so 
that social security funds and short-term issues can take 
care of deficit and refundings. 

Bank control agencies—Federal Reserve, F DIC, and 
Comptroller of Currency—are all working behind scenes 


to come out on top in any new legislation or reshuffling 
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Wide World Photo 


Jos. P. Kennedy—His frank and factual report on shipping 
indicates heavy subsidies to keep American flag on the seas. 


of government powers, but each publicly denies it seeks 
additional powers for itself. This is basis of frequent 
rumors of new bank legislation. 


Anti-trust revision will remain in talk stage for long 
time. Administration advisers lack detailed plans, won’t 
rush in with half-baked scheme. Ruling idea is to 
formulate economic concepts of business control to re- 
place present legalistic concepts; prevent creation of in- 
dustrial empires even though not legally monopolies; 
make general welfare the test of price and other busi- 
ness policies. But Administration will keep control of 
discussion to prevent Congress from putting through 
revisions it may not like later. 


Wage-hour bill is being subjected to realistic criticism 
in Congress which promises to strip it of bureaucratic 
exercise of authority and make it much more workable— 
if not more constitutional—than any former drafts. 


Coal commission squabbles are being smoothed over by 
White House to avoid public washing of dirty lmen 
but basic differences persist and will crop out again and 
hamper Commission’s effectiveness—Which is _ being 
cited as illustrating practical difficulties in any nice- 
sounding plan for detailed business regulation. 


Commodity Credit Corporation will be transferred 
from R F C to A A A and powers expanded so it can issue 
own bonds and be independent of budget and Congress 
appropriations and can finance crop loans as directed by 
Secretary of Agriculture—Ever normal granary via the 
back door. Federal Surplus Commodities Corp. may be 
tied in with granary plan ostensibly to purchase distress 
crops for relief distribution. 
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. a man from a Pittsburgh steel mill what he thinks 
of business at the moment and one would hardly be 
surprised if his answer were unprintable. Ask a Dallas 
or an Atlanta merchandising man the same thing and 
it appears that he has little about which to complain. 
It is all very confusing, but the fact of the matter is 
that this recession about which the newspapers tell and 
on which the President is conferring is a highly selective 
phenomenon. With so many conflicting reports it is 
easy to miss seeing the woods because of the trees. Let 
us see whether we can not unravel the situation and 
come to a conclusion as to the state of the Union as a 
whole. 

First, one must face frankly the fact of serious reces- 
sion in some lines of activity and in some parts of the 
country. Unless checked, the trouble may spread, al- 
though by no means does it follow that we are predes- 
tined for disaster. In other words, the country is like a 
man who has taken sudden cold: by doing something 
about it, there is every chance in the world of his avoid- 
ing pneumonia. This discussion is not concerned pri- 
marily with the remedial merits of comprehensive tax 
revision, of a slowing down of the New Deal’s “reform” 
measures, or with the possible benefits which might 
spring from a return to sanity in Federal finance. It 
is to be merely a condensed appraisal of the state of the 
patient’s health as it is at the moment. 

Currently, the trouble centers in areas which are given 
over to the manufacture of heavy goods. The sorest 
spot of all is the steel industry which has just experi- 
enced the most precipitous slump on record and all is 
pessimism along the Ohio Valley, south in Birmingham, 
Alabama, and in the other steel centers. There has been 
a certain amount of direct contamination as a result 
of this decline: the Lake Superior iron ore region has 
been affected; so have the coal fields of the Alleghanies; 
and the railroads that serve the huge industrial area 
of the Middle West. Rather strangely, however, re- 
ports from many cities in the affected area show that 
retail trade has been slow to feel adverse affects. As 
late as September, retail business in Cleveland, Pitts- 
burgh, Dayton, Erie, Springfield and elsewhere was well 
ahead of last year. Such a showing, however, cannot 
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Business at the Moment 


Almost the whole country gives some evi- 
dence of recent recession. Mining, steel and 


heavy manufacturing areas are hardest hit. 


BY SAMUEL R. MARTIN 


be maintained with the metal trades at their present 
rate of activity. 


Farther west in the Chicago area, conditions are de- 


cidedly mixed. The slump in steel has been adverse, 
as has the decline in almost all durable goods. In De- 
troit and the other automobile centers which are busily 
engaged in stocking dealers with new models, there is 
considerable fear for the future, although as yet there 
is nothing very serious of a tangible nature about which 
to worry. Not that the automobile peoples’ fears are 
groundless. On the contrary, having just raised prices 
sharply on practically unchanged cars in the face of 
what promises to be a serious curtailment of purchasing 
power throughout important sections of the country, 
they have every reason to worry as to what they are 
to do once dealers’ show-rooms are replete with the 
new creations. 

Second only in importance on the adverse side of the 
ledger to the slump in steel and durable goods generally 
are the effects of the sharp decline in commodity prices. 
The Rocky Mountain mining regions are the most obvi- 
ously affected, although one must not forget the Mis- 
souri lead district, nor the huge quantities of zinc that 
are produced in Oklahoma. However, with the price 
of all metals down, including copper to which the miners’ 
wages are directly geared in some localities, it is clear 
that there is a certain justifiable anxiety in Montana. 
Utah and the other mountain states. It is true, of course. 
that there is still the silver subsidy and that the United 
States Treasury will still pay thirty-five dollars an ounce 
to augment a supply of gold which is already far too 
large and that these are offsetting factors. One might 
add, also, that the darkness of the non-precious metal 
picture in the mountain states is modified by what 
farming and grazing is carried on in this region for, 
although it is hard to generalize about the latter, it may 
be said that these activities on the whole are alleviating 
our present troubles. 

The decline in the price of commodities does not, of 
course, confine its effects to mining districts. It has en- 
gendered a disposition towards watchful waiting on the 
part of all manufacturing industries. It has played a 
major role in the curtailment of textile operations, for 
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example. Nor has it been without its effects on the 
production of leather goods. Both textiles and leather 
are important among New England’s many activities 
and both are leaving their adverse imprints on the pres- 
ent business picture for that region. In St. Louis, 
leather contributes to the current spottyness, while tex- 
tiles are doing the same thing for certain southern 
centers. 

Nor must one forget the general financial effects of 
a decline in prices. It results in lower corporate earn- 
ings, perhaps actual losses. This in turn brings smaller 
dividends and the curtailment of the purchasing power 
of stockholders. Lower prices hamper a company’s 
expansion plans, particularly if they are accompanied 
by slumping security markets. In recent months many 
important plans for new plants and new machinery have 
been shelved because of the inability to obtain financial 
support on satisfactory terms. This may appear some- 
thing of a digression, but no appraisal of the current 
business picture would be complete if it failed to point 
out that the slump in the stock market is very definitely 
a part of the recession we are experiencing. The price 
of stocks and bonds is popularly supposed to reflect 
business conditions and unquestionably there are valid 
grounds for holding this view up to a point. When, 
however, securities boom widely or decline sickeningly 
they become more “cause” than “effect” and actually 
help to bring about the conditions they are supposed 
to reflect. Hence, despite recent improvement, the ne- 
cessity for entering the relatively low prices which cur- 
rently prevail for stocks, and bonds other than those 
of the very highest grade, on the debit side of the 
business ledger. 


Business Conditions Today 


Distinctly recessionary areas 
Slightly recessionary areas 
Unaffected areas 





The effect of the commodity price decline on the 
farmer is no different than its effect on any other pro- 
ducer. At the present time, however, the farmer is the 
fortunate possessor of extremely potent offsetting forces 
acting in his favor. He may be obtaining lower prices, 
but the size of his crop in some instances is of record- 
breaking proportions. Then, too, it is to be remembered 
that the farmer in this country is one of a privileged 
class on which the Government showers the taxpayer’s 
money in the form of bounties. Even allowing for the 
decline which has taken place in prices, it has been 
officially estimated that farm income during the last 
four months of the present year will ‘be six per cent 
better than that of the last four months of 1936. This, 
of course, represents a considerably smaller gain than 
the 14 per cent betterment shown for the first eight 
months, but there is at least comfort in the fact that so 
important a part of our people are still better situated 
than they were at this time last year. 

Naturally, farm conditions are not completely even 
throughout the country. The all-time high in the size 
of the cotton crop, for example, while tending to offset 
the effects of lower prices has brought certain problems 
of its own due to sheer volume. In some sections a 
shortage of pickers raised labor costs. Ginning costs, 
also, have tended to be generally higher. Thus, in cot- 
ton at least, the favorable effects of a large crop have 
been modified to some extent. 

Not that this alters the general conclusion that the 
relatively well-sustained farm income is the brightest 
thing we have in business today. The benign influence 
of a robust rural purchasing power is quite widespread. 
It has bolstered retail (Please turn to page 186) 


























































































ji years ago, Edward D. Libbey backed 
Michael J. Owens and his invention of a mechanical glass 
blower. This turned out to be an event which subse- 
quently revolutioned the glass bottle industry. Yet these 
men would have been endowed with exceptional imagina- 
tions indeed could they have envisaged the extent to 
which the scope and usefulness of glass have been ex- 
tended, particularly during the past decade. 

Glass is one of the oldest materials known to man 
and over the ages has contributed handsomely to the 
progress of civilization. It is only, however, within com- 
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Established — Sucecessiul— 
but Still Pioneering 


Owens-Illinois Glass— 
A Leader in Its Field 


BY MUNROE E. MARSHALL 


paratively recent memory that glass has emerged from 
an essential but commonplace product to become a 
dynamic industrial commodity of increasing versatility 
and application. 

Ten years ago the average person might have been 
able to list a dozen different uses of glass, including 
windows, containers, optical instruments and lenses, and 
mirrors. This, of course, would have been far from a 
complete list but it would have been representative. 
To suggest, however, even to the sophisticate, long ac- 
customed to ever-recurring scientific miracles, that some 
day we would be living in glass houses, working in glass 
factories and using glass textiles, glass insulation and 
glass fibres, would have evoked no little skepticism. 
Yet that is exactly what is being done today. 

If you are contemplating the construction of a glass 
house or a glass factory, if you desire to insulate your 
home with glass fibre, or obtain a pair of glass fibre 
draperies, Owens-Illinois Glass is the company to see. 
The name Owens-Illinois is linked closely with nearly 
all the newest uses to which glass is being applied. It 
is not to these, however, that the company owes its 
present industrial standing but to the fact that it is the 
largest manufacturer of bottles in the United States. 

As such, the company has had an enviable record of 
profits, year in and year out—years of depression and 
years of prosperity—and an uninterrupted succession of 
dividends dating back to its formation in 1907. With 
bottles to supply the profits for dividends and the funds 
for research, with research to create new products and 
new markets, and with new products to provide a strong 
factor of growth, Owens-Illinois Glass is at once both 
a mature and successful organization and a leader in 
exploring new and complementary fields. To the 7,000 
holders of the company’s stock, this combination should 
be a most assuring one. 

Scores of companies are engaged in the manufacture 
of glass containers, in fact maximum productive capacity 
is in excess of present demand. This condition naturally 
introduces an active competitive factor and tends to 
keep bottle prices low. Low prices and keen competi- 
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tion, however, do not necessarily imply little or no 
profit, as Henry Ford’s record attests. In the glass con- 
tainer industry Owens-Illinois’ record speaks for itself. 
Unlike an automobile, on the other hand, a glass medi- 
cine or Whisky bottle is pretty much the same, whoever 
manufactures it. Yet Owens-Illinois is credited with 
supplying about 40 per cent of all bottles used in the 
United States, a “head and shoulders” competitive 
advantage for which it is possible to assign various con- 
crete and logical reasons. 

Ordinarily, and not without reason, the investor has 
gant interest either in a company’s age or its ante- 
cedants, because their relation to a company’s present 
status and future prospects is wholly historical and 
therefore of doubtful value in gauging the future. In 
the case of Owens-Illinois Glass it suffices to mention 
merely that the company is a consolidation of the 
former Owens Bottle Co. (nee The Owens Bottle Ma- 
chinery Co.) and the Illinois Glass Co. Of the numerous 
mergers consummated in the ill-fated year 1929, this 
was one of the few which almost from the start func- 
tioned as a complete unit, free from the familiar grow- 
ing pains and organization difficulties which so fre- 
quently appeared in the wake of boom-time mergers. 
Even more to the point, the company earned better 
than $2,000,000 in 1932, a very creditable showing at a 
time when many another business had all but collapsed. 

That year replete with its many shuddering memories 
had barely ended, and business as a whole was still in 
its storm cellar, when prospects for Owens-Illinois Glass 
brightened perceptively. Beer and ale was legalized on 
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April 7, 1933, and beer and ale meant the need of many 
more bottles. Moreover, public sentiment was definitely 
in favor of repealing the entire Prohibition Amendment, 
so strongly so in fact that by early fall distillers had 
obtained permission to resume operations on practically 
a pre-Prohibition scale. The Amendment was finally 
repealed and liquors of all kind became legal in many 
states on December 1, 1933. Again, an enormous fur- 
ther increase in the demand for all types of bottles, and 
also an unprecedented demand for glassware from hotels, 
restaurants and bars, as well. The former was immedi- 
ately beneficial to Owens-Illinois Glass, the latter poten- 
tially so. 

Among other things 1933 will be remembered as the 
year in which speculation in liquor stocks, and even 
the shares of any company remotely identified with the 
liquor industry, ran wild. A number of shrewd investors 
and speculators reasoned that the shares of Owens- 
lllinois Glass would be the safest medium for obtain- 
ing an indirect stake in the new but untried liquor in- 
dustry. As things turned out their judgment was excel- 
lent and from every standpoint they have fared better 
than they would had they chosen instead the shares 
of any of the leading distilling companies. 

Riding the crest of the speculative wave, Owens- 
Illinois shares in 1933 sold as high as 9634 by the middle 
of July. These were the same shares that less than a 
year previous were quoted around 12 and could have 
been bought under 35, prior to the bank closing in 
March. In the ensuing and inevitable collapse of the 
liquor stock, the shares of Owens-Illinois suffered com- 
paratively little marketwise and at their 1933 closing 
price of 81, they showed a net gain of 47 points for the 











These photos show in some degree the wide diversity of Owens- 
Ilinois products and their uses. 












year. Stockholders received dividends in 1933 totaling 
$2.50 a share and earnings in that year of more than 
$6,000,000 were equal to $4.86 a share. 

In the following years earnings of Owens-Illinois rose 
to the highest level in the company’s history and in 
1936 the shares sold as high as 164, and paid $6 in divi- 
dends. Liquor companies in the meantime were beset 
with various problems, their shares remained compara- 
tively static marketwise, and working capital require- 
ments restricted dividends. All in all, those foresighted 
investors who selected Owens-Illinois Glass shares in 
1932 and 1933 were well rewarded. 

At one time there was a general impression that 
Owens-Illinois had made a sizable investment in the 
shares of National Distillers. This was not the case, 
however. Early in 1933 William E. Levis, president of 
Owens-Illinois, purchased around 40,000 shares of Na- 
tional Distillers, most of which were subsequently sold 
to the Illinois Glass Co., of Alton, IIl., which also owns 
over 200,000 shares of Owens-Illinois. Mr. Levis is a 
member of the Board of Directors of National Distillers 
but there is no connection between Owens-Illinois Glass 
and National Distillers, either actual or implied. Other 
leading distillers buy proportionately as many bottles 
from Owens-Illinois Glass as does National Distillers. 

Just how much of a windfall Repeal was to Owens- 
Illinois is suggested by the fact that in a single year, 





The use of panels of insulux glass brick, an Owens-Illinois product, in 
educational buildings, stores and factories is steadily increasing. 
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1933, earnings were practically tripled. That this gain 
was almost entirely the result of the tremendous demand 
for beer and liquor bottles is borne out by a comparison 
of 1933 with the following year. General business re. 
covery in the former year was still pretty nebulous, but 
by the end of 1934, recovery was becoming increasingly 
effective, and whereas, the company’s earnings in 1933 
had increased $4,000,000, the increase in 1934 was about 
$500,000. The assumption is that in the latter year 
bottle sales to brewers and distillers leveled out and the 
greater portion of the gain in earnings was the result 
of better business generally as reflected in the demand 
for the company’s older lines. On this basis, inciden- 
tally, the year 1934 might well be accepted as a valid 
indication of the company’s probable earning power 
when business as a whole is neither at its best or its 
worst. 

Owens-Illinois’ share of the liquor-bottle market is 
estimated to be about 45 per cent. But at the most, 
the company’s combined output of beer and liquor bot- 
tles probably accounts for no more than a third of its 
total sales of all glass containers. Beer bottles are esti- 
mated to account for only about 5 per cent. 

This year sales of packaged beer have increased about 
25 per cent. Sales of all types of glass containers have 
shown about the same rate of gain, with beer bottles, 
however, recording the largest gain of any type glass 
container. Sales of beer in cans, on the other hand, 
have been running about 15 per cent ahead of last 
year. It would appear that the initial novelty of 
the beer can as a merchandising innovation has wom 
off, and one might reasonably doubt the ability of 
the can makers to enlarge their share of the pack- 
aged beer market much beyond their present portion. 

Because beer and liquor bottles provided the 
initial market impetus and a marked upturn in ear- 
ings, because they opened up a vast new market and 
because their sales promise to be a fairly stable 
factor in the company’s business, it has been neces- 
sary to discuss their relation to Owens-Illinois’ pros- 
pects at some length. The glass container division 
is by far the largest part of the company’s opera- 
tions and nearly one-half of its entire bottle busi- 
ness is accounted for by food, medicine and toilet 
bottles, while milk, liquor, beverage and beer bottles 
contribute the balance. 

If you happen to be a manufacturer of cough 
syrup, or coffee, or catsup, Owens-Illinois salesmen 
can advance several very good reasons why you 
should buy your bottles or containers from their 
company. They will point out to you that their 
company is in a position to render complete packag- 
ing service. The company’s Package Research Divi- 
sion will give practical suggestions to suit your needs 
and submit actual designs. The company will ship 
bottles to you in a corrugated container, bearing 
your own name, trade-mark, etc., which in turn cal 
be used to relay the filled bottles to your customers. 
Six of the company’s eleven plants engaged in mak- 
ing glass containers are equipped to manufacture 
corrugated shipping cases. The additional cost to 
you would be very modest—about 40 cents a gross 
in the case of beer bottles, for example. 

Still assuming that you are a manufacturer of 
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cough syrup, coffee or catsup, 
you would need to seal your 
containers and Owens-Illinois 
will sell you the caps. The com- 
pany’s glass container division 
also manufactures a full line of 
metal and plastic molded caps. 
This type of cap, as you may 
have observed, has almost com- 
pletely displaced the cork in 
medicine, prescription and liquor 
bottles. As yet Owens-Illinois 
makes no crown caps of the type 
used on beer and soft beverage 
bottles, nor does the com- 
pany make milk bottle closures. 
Nevertheless, about one-third of 
its bottle output is sold with 
caps. Total annual output of 
closures is upwards of half a bil- 
lion, and while they may ac- 
count for no more than 5 per 
cent of earnings, sales have 
grown steadily. Last year a 
plant formerly engaged in bottle 
making was converted into a 
closure unit. 

The idea of a complete pack- 
aging service was developed dur- 
ing the years subsequent to the pre-depression merger 
and supplied the company’s key note which has since 
come to be such a vital element—the constant search 
and development of new products and new fields. 

With these objectives in mind, the acquisition in 1935 
of the Libbey Glass Manufacturing Co. for $5,000,000 
was a logical step. This was an old established enter- 
prise which specialized in the manufacture of cheap 
tumblers and glassware. This company may not have 
interested Owens-Illinois had not Libbey, somewhat 
fortuitously, discovered a new field for glass containers— 
the sale of food products in a capped tumbier which 
when empty could be added to the housewife’s glassware. 
Owens-Illinois agreed to act as selling agent and, so 
successfully, that sales of container tumblers increased 
to a point where they accounted for about a third of 
Libbey’s total output. With the acquisition of Libbey, 
Owens-Illinois enlarged its scope to include another im- 
portant division of the glass industry and at the present 
time output embraces a full line of machine-made and 
hand-blown tumblers. 

Just about the time the furor over beer cans and beer 
bottles was at its height, Owens-Illinois announced its 
entry into the tin container business, not however, as 
everyone believed, to manufacture its own beer cans but 
to round out the integration of its own container busi- 
ness. Quite satisfied apparently with the results of its 
own Stubby beer bottle, and later its Steinie bottle, the 
company had other ideas in mind when in 1936 it ac- 
quired the Tin Decorating Co. of Baltimore, the Enter- 
prise Can Co. and the St. Louis Can Co. All of these 
companies were ultimately lodged with the newly formed 
Owens-Illinois Can Co. 

Associating itself with the tin container business was 
not exactly a new venture for Owens-Illinois. In 1929, 





NOVEMBER 20, 1937 








Believe it or not, the articles pictured above are made of glass by Owens-Illinois. The 
glass is spun in yarn form which can be woven into fabric, made into rope, or used in bulk 
for a multitude of practical purposes. 


the company was actively carrying on negotiations for a 
merger with Continental Can, the second largest can 
maker. The collapse of the stock market late in that 
year put an end to that ambitious project but apparently 
Owens-Illinois never abandoned the idea of adding cans 
to its line of containers. 

The acquisition of Tin Decorating Co. blended smooth- 
ly into the Owens-Illinois organization. Although a siz- 
able portion of that company’s business was in litho- 
graphed tobacco cans, the company also included several 
hundred drug manufacturers among its customers, and 
manufactured a line of candy and cake boxes and tin 
trays used as sales premiums. Many of its customers, 
particularly among the drug companies, were also Owens- 
Illinois’. 

Although Owens-Illinois passed up the beer can, it 
does compete, although not formidably as yet, with the 
old established can companies. The acquisition of the 
Enterprise Can Co., and the St. Louis Can Co. contrib- 
uted a well rounded line of general cans, used for paints, 
varnish, grease and oil. With can plants located in the 
important industrial centers of Baltimore, Pittsburgh, 
Chicago and St. Louis, Owens-Illinois has made definite 
headway in its new field and while output of tin con- 
tainers last year was not more than 4 per cent of the 
total, it is the fourth ranking manufacturer. Already 
using the company’s bottles, it might be only a matter 
of waiting for existing contracts to expire when Owens- 
Illinois may induce leading food processors to also use 
its cans. 

These various acquisitions which have here been dis- 
cussed are the highlights of the well conceived program 
of expansion which the company has been following since 
its inception. They do not, however, tell the whole story. 

As early as 1930, Owens- (Please turn to page 183) 
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Metal Prices Are Close to Bottom 


Modest Improvement Would Mean 


Substantial Earnings Gain 


BY C.S. BURTON 


ew we are in the midst of a market and business 
recession, the consequences of which are not yet predict- 
able with any degree of confidence is manifest to all of 
us. It is not our thought to do more, in this instance, 
than to study the situation just enough to provide a 
background for a short discussion of the position and 
outlook of non-ferrous metals. 

There is, in the present situation, one outstanding 
feature, which, in a way, sets it apart from the previous 
market and business recessions. We may go back only 
to the Fall of 1929 to recall that that historic crash was 
preceded by an intense credit strain; interest rates in 
the call money market became fantastic. 

In previous breaks, whether signalling the beginning 
of a business cycle or not, some such credit condition 
has prevailed and brought with it a train of liquida- 
tions, a drawn out process of debt paying—for dead 
horses, In many Cases. 

In our present plight, which is in the nature of a 
sudden standstill, with.a stock market which has lost 
its confidence in the immediate future, and now seeks 
avidly for some sort of reassurance, there has been no 
credit strain. There were no excessive bank loans, either 
for market purposes or in carrying inventories; money 
is easy and in supply. 

The liquidation, so far as there seems to have been 
liquidation, appears to have been at the expense of in- 
dustrial inventories and backlogs of accumulated orders. 

The general spirit has evidenced a resolution to meet 
the situation better than half way. 

In the metals, the price cuts have been quick and 
radical; no halfway measures. We may applaud the 
courage that takes such steps the more freely, feeling 
that such path is direct and means the earliest possible 
return to normal activity. After all is said and done, 
raw materials have to move into process and into final 
consumption. If inventories have been reduced and are 
still bemg cut, it must follow that, presently, forward 
buying will be necessary. The markets of the world 
and our own are all too closely tied in now to go very 
long on a hand-to-mouth basis; if we clean everything 
off the shelves, as we did some years ago, then we would 
have all the work of rebuilding supplies to do over again. 
There are plenty of shelves which have not been prop- 
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erly restocked at any time since the depth of the de- 
pression. We were in a sense just getting around to 
give such items our attention when we halted—suddenly. 

It is to be frankly admitted that the courage which 
oozed out of the finger tips of the market and the world 
of business has not yet returned, but the interim de- 
serves some study as holding opportunity. 

Even as these lines are written, current press dis- 
patches chronicle cuts in metal prices; in pig iron, re- 
duction of furnaces in blast and a drop in steel ingot 
production. Each of these actions accords with what 
we have said about meeting the situation more than 
half way. If all of the “left-overs” from the very active 
earlier months of the year are cleared away quickly, the 
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way is open for a resumption of our interrupted progress 
toward complete recovery. 

We must not close our eyes to the evidences of the 
momentum inherent in the nation’s business; trade and 
commerce are still in motion and if we look about, we 
can find that there are plenty of places for it to go. 
It is true that the steel industry shut down thirty blast 
furnaces during the month of October and true, also, 
that we have to go back to 1924 to find any similar 
drastic curtailment, but it is also true that during the 
third quarter of the year our exports of iron and steel 
reached the highest total for any similar period since 
1920. The volume was 1,155,993 tons and the value 
was $69,880,468. Such volume of business just does not 
wholly dry up over night—not with a war-bent world 
intent on preparations. 

Now the steelmakers of England have just been con- 
gratulating themselves upon the sustained recovery of 
their industry. They see an enduring demand in both 
peace and war time requirements for the output of the 
new mills which they have built. Surely, our own mills 
may be expected to go on competing for a share of such 
business and getting it. So much about iron and steel 
for the reason that the non-ferrous metals, after all, are 
a part of the metal trades and prosper when steel pros- 
pers, for example steel is the biggest user of nickel and 
copper consumption holds a fairly steady relationship 
to the production of steel ingots. 

Among the non-ferrous metals, lead was one of the 
first to be taken in hand and its price slashed by cuts 
of one-half cent a pound successively until, as this is 
written, the nominal price is 5 cents, New York; 4.85 
cents, St. Louis. In considering these price cuts, we 
must also take into account the fact that during the 
past fifteen months shipments of lead have run ahead 
of production, steadily cutting down stocks to a low 
level of some 91,000 tons. In common with commodities 
in general, lead touched a high price of 734 cents in 
March and like others dropped when it was suggested 
by the President that such prices were too high. 

Our two big users of lead are the storage battery 
makers and the makers of white lead for the paint 
manufacturers. These points are made here only to 
show the stability of the use of the metal. Whether the 
price goes up or down, the spark plug will need a battery 
and old houses and new ones will have to have paint. 
Of course the cost of lead is a vital item in the mar- 
ket for the metal but on the other hand, so much lead 
production is a by-product and thus the figure largely 
a whim of the cost accountant that about all that can 
be said is that it runs from say 2.12 cents per pound 
at Hecla, Idaho, up to around 4 cents. It is this con- 
dition that causes many large users of lead to buy on 
an average price over a given time so that fluctuations 
are all ironed out in a total for their consumption. 

Having in mind the battery makers and the Dutch 
Boy whose picture we all know, one might fairly con- 
clude that the lead market merits a lot of attention, 
on the basis of current use, stocks in hand, the quick 
drop in price and the reaction that it seems fair to 
anticipate. Prices would seem to have only one way 
to go: up. 

It would be absurd to discuss the present plight of 
the market and pretend to ignore the omnipresent dis- 
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cussions as to the danger of inflation; waiving any dis- 
cussion of such problem and coming back to lead, the 
metal might well be one item that a large user could 
build up if such danger really loomed. It does not de- 
teriorate in storage, requires no warehousing, only 
ground space. 

For some unknown reason, it has been lead’s “side- 
pardner,” zinc, that has held its ground while prices 
all around were giving way. The price has held steady 
around 534 cents, St. Louis. 

In copper, as in the other metals, the effort has been 
to drive quickly toward a level that will provide a sound 
footing for the price structure that must be rebuilt. We 
have become accustomed to the wider swings in cop- 
per, both in price and in volume; the metal has become 
sensitive to a degree unknown in earlier years. For the 
current year, the price has moved up to 17 cents in 
April and stands now at a nominal figure of 101% cents, 
with comparatively little volume. One of the reasons 
for this discussion is this phase of the situation; if there 
is no movement at these low prices, it rather follows 
that a smaH amount of necessitous buying would be 
enough to start a price recovery. Now in July, copper 
sales for the month ran to 62,297 tons, in October the 
sales volume was 22,288 tons. The drop in price and 
the shrinkage in volume have both been too abrupt to 
indicate the reaching of any permanent level. 

There are some huge potential backlogs of orders in 
copper. We are not going to allow ourselves to discuss 
the struggle in which the public utilities find themselves 
involved, not that we are without any ideas in regard 
thereto, but that matter will in the end require volumes 
for its recordation. What is of interest here is that 
once the utilities can find themselves free to consider 
hoth obsolescence and expansion, there will be re-opened 
one of the major markets for copper. This struggle ap- 
pears to be approaching a (Please turn to page 186) 
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Industries Which Will Face 


Heavy Inventory Losses 


Decline in Raw Materials May Affect Fourth Quarter Earnings 


BY WARD GATES 


a drastic decline which has occurred in the com- 
modity price level this year has evoked for the first time 
in many months the menacing spectre of inventory 
losses. The threatening possibility that many companies 
may be compelled to make sizable write-offs for the 
purpose of adjusting inventory values to conform with 
the lower prices of raw materials now prevailing has 
undoubtedly cast a serious blight on current earnings 
prospects, making it necessary to considerably modify 
previous estimates. 


tities of basic raw materials into finished goods. In- 
cluded in this group are such industries as the tire and 
rubber, shoe manufacturing, meat packing, petroleum, 
non-ferrous metals, both mining and fabricating divi- 
sions, textile and clothing industries and cotton seed oil 
processing. Companies identified with these industries 
are confronted with perennial problem of balancing their 
raw material and manufacturing costs with a price which 
will encourage normal consumption of their finished 
product. It is inherently char- 
acteristic of these companies 





The matter of inventories is 
an ever-present problem in all 
manufacturing industries and 
the skillful handling of raw ma- 
terials and processing supplies is 
fully as important as productive 
technique. Not all manufactur- 
ing industries, however, are 
equally vulnerable to fluctuating 
commodity prices. Industries 
enjoying the advantage of a 
rapid turnover of finished goods 
and therefore in a position to 
readily adjust their inventories 
to conform with changing trends 
are unlikely to be seriously af- 


Copper Mining 


Types of Companies Subject to 
Inventory Losses Through De- 
clines in Raw Material Prices 


Rubber and Tire Manufacturers 
Woolen Manufacturers 


Copper and Brass Fabricators 
Cotton Textile Manufacturers 
Cotton Seed Oil Processors 
Leather and Shoe Manufacturers 


that a substantial portion of 
their working capital must be 
invested in raw materials and 
under the accounting practices 
generally followed, inventories 
are valued at cost or market, 
whichever is lower. Should a 
company, therefore, find itself 
with a large inventory on hand 
at the end of the year, which 
was acquired at substantially 
higher prices, the loss must 
either be borne by earnings or 
deducted from a reserve previ- 
ously set up out of earnings. 





fected by a drop in raw material 

prices. Another group of other industries is favored by 
its ability, if necessary, to purchase unfinished inven- 
tories only as required—the familiar hand-to-mouth 
basis. And there is another group which is not seri- 
ously affected by fluctuating commodity prices because 
their necessary raw materials are a comparatively small 
factor in the cost of their finished products. Profits in 
all of these industries will reflect to a greater degree 
such factors as the cost of labor, sales volume and retail 
or selling prices, than the rise and fall of raw material 
prices. 

There is, however, an important group of industries 
which in the present setting, at least, cannot view the 
decline in raw material prices with such comparative 
equanimity.. These industries migh tbe broadly classi- 
fied as processing industries, a designation deriving from 
the fact that they are engaged in converting large quan- 
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As if further to aggravate the 
problems of this group of industries, declining raw mate- 
rial prices have the double-barreled effect of restricting 
consumption. Once an industry’s prices begin to slide, 
buyers show an increasing reluctance to commit them- 
selves beyond their most immediate requirements, al- 
ways on the possibility that even lower prices will later 
permit them to buy more advantageously. This may 
have the unfortunate effect of making the working-off 
process of high-priced inventories a long drawn out 
process. 

Taken by and large inventories of raw materials and 
semi-finished products at the beginning of the fourth 
quarter were substantially higher than they were at the 
beginning of the fourth quarter last year. Inventories 
of finished goods were also larger this year but the gain 
has been relatively less than in the case of raw materials. 
To some extent greatly expanded inventories reflect the 
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earlier expectations that the course of business recovery 
would be further extended this fall. To an even greater 
degree, however, the present burden of inventories is the 
aftermath of the sharp rise in commodity prices which 
occurred between October, 1936, and March of this 
year. Excessive speculation in commodities during that 
period arising from fears of inflation, threatened war 
shortages and labor troubles, virtually forced processors 
to protect their source of supplies and build up in- 
ventories at rising prices. There was a vigorous move- 
ment of finished goods into channels of consumption 
and prices of finished goods were being increased to 
protect manufacturers’ margin of profit. Ultimately, 


| speculation in commodities collapsed, consumer resist- 


ance to higher prices became increasingly evident in 
practically all lines, and manufacturers and processors 
withdrew rapidly from primary markets, thus further 
accelerating the downward spiral of commodity prices. 

During the past six months, prices of raw materials 
have declined to a point where the entire advance from 
October, 1936, to March last has been nullified. At 
this point it is noteworthy, however, that finished goods 
prices as measured by the Bureau of Labor Statistics 
index, which advanced 9 per cent over the twelve 
months ended September 30, has declined only about 
1 per cent since. Although the prices of finished goods 
are less sensitive than raw material prices, it is to be 
doubted that the possible decline in the prices of fin- 
ished goods will match that of commodity prices. Manu- 
facturing costs and taxes have increased materially and, 
unless consumer resistance becomes increasingly potent, 
there is valid reason to expect finished goods prices 
to hold up comparatively well, thus providing a mitigat- 
ing factor, offsetting to some extent possible losses in 
inventory values. 

So drastic has the decline in commodity prices been 
this year, and within such a comparatively short space of 
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time, that the situation is almost comparable to the com- 
modity smash of 1920. It reflects the almost com- 
plete withdrawal of important consumers from the mar- 
ket. Industrial buyers finding themselves with excessive 
inventories late last spring, when prices began to turn 
down, had no further incentive to build up supplies. 
Purchases were curtailed abruptly and the process of 
working off large inventories began. Stocks of raw 
materials piled up at primary sources, exerting further 
pressure on prices, seeking some level at which buying 
might be stimulated or distress selling discouraged. 

There is fairly convincing evidence at this time that 
further serious declines in commodity prices will not 
be witnessed. While inventories in the hands of proc- 
essors are still fairly large, considerable progress has 
been made in working off raw materials and the neces- 
sary reduction of supplies is proceeding in an orderly 
fashion. Timely aid has been given to this process by 
the large backlogs of unfilled orders for finished products 
which had previously piled up. By the end of the year 
many industries and companies will have materially cut 
their inventory and necessary write-offs may be much 
less than might otherwise be implied by the severe de- 
cline in basic commodity prices. 

Concern over the possible effects of inventory losses 
has been particularly manifest in the case of the tire in- 
dustry. Cotton and rubber are the most important raw 
materials used in the manufacture of tires, but the latter 
is the most important in view of the fact that the 
amount of rubber going into the average tire is about 
four times greater than the amount of cotton. More- 
ever, it is not feasible for the tire industry to hedge 
its requirements, and due to the length of time involved 
in shipping rubber from plantations to factories, manu- 
facturers must make substantial forward commitments 
to assure an adequate supply. There is no means by 
which the amount of rubber on hand by the leading 
manufacturers can be ascertained, but the probabilities 
are that supplies are sufficient for from four to six 
months’ requirements, acquired at an average cost of 
about 18 to 20 cents a pound. The industry is under- 
stood to have purchased little or no rubber at the higher 
prices which prevailed earlier in the year. At this writ- 
ing, crude rubber is priced at 15 cents a pound. 

It may therefore be necessary for tire manufacturers 
to write down rubber inventories at the year-end about 
three or four cents a pound. Earlier in the year leading 
companies set up reserves against possible inventory 
adjustments.. Unless, however, crude rubber prices rise 
before the end of the year, these reserves will be insuffi- 
cient and additional deductions from earnings will have 
to be made. Tire prices on the other hand have recently 
been increased to a level commensurate with 18-cent 
rubber, as well as the increased costs of manufacture. 
If these prices are maintained next year, manufacturers 
will then show a “profit” on current year-end inventory 
valuations. In the event that the Rubber Regulation 
Committee lowers quotas to 80 per cent from the present 
level of 90 per cent in the near future, the price of crude 
rubber might strengthen somewhat. Failure of the Com- 
mittee to act, on the other hand, might well result in 
further price weakness, inasmuch as the present monthly 
quota is considerably in excess cf recent consumption. 

At 11 cents a pound, cop- (Please turn to page 190) 
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SHERWIN-WILLIAMS 





Over Eight Dollars 


Fux HUNDRED MILLION DOLLARS is a lot of money. It is, 
however, no more than this country is spending yearly 
on paints, varnishes and lacquers. One has only to look 
around to see that there is hardly a single man-made 
thing which has not been given its decorative and pro- 
tective covering. In the old days—and not so very long 
ago at that—paint was merely paint and a manufac- 
turer did little more than mix white lead or 
lithopone with linseed oil and dryer. But in 
recent years the business has outgrown the 
word “paint”: it has become a division of the 
chemical industry with an output which tends 
more and more to be a synthetic “finish.” 

Not that the old and tried painting ma- 
terials do not continue to have their place. 
White lead is still the standard for the ex- 
terior of wooden structures, while the slightly 
whiter, albeit somewhat less durable, litho- 
pone is the most widely used pigment for 
interiors. About half the country’s produc- 
tion of metallic lead meets its final destiny 
from the interior of a paint can and in the 
case of zinc a proportion which is only slightly smaller 
is consumed in the same way. On the other hand, mod- 
ern manufactures have modern finishes. Automobiles 
are protected with a sprayed-on nitrocellulose lacquer 
or with an enamel whose base is synthetic resm. Metal 
furniture and metal cabinets are treated similarly and 
synthetic varnish gives to the present-day radio case its 
glossy sheen. And so an up-to-date manufacturer of 
paint (using the word in its broadest and popular sense) 
who desires a comprehensive line has a business divided 
into two distinct divisions—the old and the new. 

There are literally hundreds of organizations produc- 
ing paints, varnishes and lacquers of one kind or another. 
The big companies so engaged, however, are not many 
and of these only two are heart and soul in paint: 
Sherwin-Williams Co. and Devoe & Raynolds. Du Pont, 
as one might expect. is of the modern school, but the 







Per Share and Pays 





Without a Peer in Paint 


Soundly Managed, Well Established Enterprise Earns 


Six 


BY PHILLIP DOBBS 


company’s “Duco,” “Dulux” and other finishes are only 
a small part of the output of this chemical empire. 
National Lead is an example of the old school and, 
although the company makes almost every imaginable 
roduct which contains lead, it is best known for “Dutch 
Boy” painters’ materials. Then there is Pittsburgh 
Plate Glass whose business is concerned with both paint 
and glass, while the Glidden Co. confounds 
those who would investigate its affairs by 
being a half-and-half combination of paints 
and foods. This leaves only the two really 
big factors in paint mentioned above—and of 
them Sherwin-Williams is much the larger. 

More than any other company in the coun- 
try Sherwin-Williams deserves to head the 
list of those falling under the heading “paint.” 
Starting as a retail paint store in Cleveland 
in 1866, it was not long before Sherwin- 
Williams was manufacturing its own products 
and it has been progressing ever since. Today, 
while the trademark of a globe on which a 
can of paint is being poured, accompanied by 
the words, “Sherwin-Williams Paints Cover the Earth,” 
possibly take in a little too much territory, it applies 
more aptly to this company than to any other. 

Good paint starts first of all with good ingredients. 
A fine product, however, does not appear automatically 
from good ingredients, for a great deal depends upon 
careful preparation and mixing. It was largely to obtain 
control of all the steps in the manufacture of paint that 
Sherwin-Williams decided to become completely inte- 
grated and produce its own raw materials. At Magda- 


lena, New Mexico, the company operates its own lead 
and zinc mines. At Coffeyville, Kansas, it has its own 
smelter and facilities for making basic white and colored 
pigments. At Cleveland there is a linseed oil plant. 
Having obtained the basic ingredients, these may be 
turned into the finished product at one of many plants. 
At Kensington, Illinois, the company makes white lead 
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by the famous, long-drawn-out Dutch process 
and the plant has a normal output of 16,500 tons 
of white lead a year. Here, too, dry colors are 
made; also red lead, litharge and other products. 
There are a number of other plants, not to for- 
get the one which supplies the company with its 
own tin containers. 

Although Sherwin-Williams has stuck very de- 
cidedly to its own last—paint and other finishes 
—it has been impossible to avoid the develop- 
ment of certain side-lines in so integrated and 
complicated a business. Thus, we find that the 
company is an important manufacturer of in- 
secticides, disinfectants and cleaners. Entering 
the field of coal-tar dyes during the World War 
when the supply of German dyes was cut off, 
Sherwin-Williams still makes some dyes and sells 
certain other coal-tar products which are the 
result. of this activity. 

And to whom does Sherwin-Williams sell all 
the paint and other finishes which it manufac- 
tures? The answer is: to everyone. Automo- 
biles with a Sherwin-Williams duco-like finish 
prowl the streets; railroads buy Sherwin- 
Williams’ products to protect their bridges, 
their stations and their rolling stock; the young 
home-owner doing over his kitchen for the first 
time is more likely to buy something with a 
Sherwin-Williams label than that of any other 
company. 

No business can cater to a market as wide as 
this without being profoundly affected by the 
relative well-being of the country as a whole. 
Yet, while Sherwin-Williams suffered a loss of 
volume during the depression, it never ended a 
year in “red” figures. Indeed, had it not been 
for the tremendous decline in raw materials of all kinds, 
preferred dividends undoubtedly would have been fully 
covered in every year—as it was, the company only 
missed doing so in one. the twelve months ended 
August 31, 1932. 

Since this time profits have improved consistently, 
the per share earnings on the common rising to three 
dollars, to five dollars, to six dollars. For the year ended 
August 31, last, the net profits swung past those of 1929 
into new high ground. After depreciation, depletion, 
all Federal taxes, including the tax on undistributed 
profits, they were equivalent, after preferred dividends, 
to $8.41 a share on the outstanding common stock. This 
compares with earnings equivalent to $8.04 a share of 
common in the previous year. 

It is instructive, and perhaps a little saddening, to 
note how much better the latest showing would have 
been if the Federal Government had been somewhat 
more lenient in the matter of increased taxation. In 
1929, when earnings were equivalent to $8.26 a share of 
common, Sherwin-Williams paid Federal taxes of 
$722,000; last year taxes were in excess of $1,823,000, 
an increase equal to not far from $2 a share on the 
common. stock. 

The capitalization of Sherwin-Williams is a simple one. 
Ahead of 633,927 shares of common stock of $25 par 
value, there are 137,139 shares of cumulative preferred 
stock of $100 par value. The preferred dividend rate 
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Courtesy Sherwix-Williams Co. 








Photo by William Rittase. 
Paint mill in operation. 


has been whittled down from the 7 per cent of ten years 
ago to the 5 per cent it is at present. There is no 
funded debt. 

Although Sherwin-Williams in the past has not been 
adverse to the sale of securities for the purpose of buy- 
ing up complementary concerns, a tremendous amount 
of money has been ploughed back into the business 
out of earnings. This has naturally meant a conserva- 
tive dividend policy. Out of the earnings of more than 
$8 a share in the fiscal year ended August, 1936, stock- 
holders received less than half, namely $4 a share. In 
August of this year, the usual quarterly payment of $1 
was augmented with a $2 extra and thus, out of earn- 
ings of $8.41 a share, stockholders received $6. For ¢ 
stock which can be bought today for a price in the 
neighborhood of $90 a share this is a good return pro- 
vided a purchaser is reasonably assured as to the future. 

One can hardly contend, of course, that the business 
outlook is as clear-cut as it appeared to be a few months 
ago. The sharp recession in steel operations, the slump 
in security prices, the failure of the construction in- 
dustry to live up to its previous promise, are all factors 
which are going to affect the sale of painting materials. 
As a matter of fact we have already concrete evidence 
of some recession in paint sales. The Department of 
Commerce issues monthly figures on the sales of paint, 
varnish, lacquers and fillers. Sales made by 579 estab- 
lishments for last September (Please turn to page 186) 
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Stocks That Are Cheap 


Earnings, Dividends and Prospects 


Selected by THE MAGAZINE OF WALL STREET STAFF 


Caterpillar Tractor Co. 


Due largely to growing use 
of Diesel-powered equipment, 
of which it is one of the 
world’s largest producers, the 
Caterpillar Tractor Company 
had record high sales and 
profits in the twelve months 
ended September 30. Sales of 
$66,398,000 were nearly 32 
per cent greater than in the 
preceding twelve months and 

nearly 30 per cent greater than in the calendar year 
1929. Net profit of $11,953,000 compares with $8,670,- 
000 in the preceding twelve months and with $11,600,000 
in 1929. 

In the first nine months of this year, net was equal 
to $4.73 per share on the 1,882,240 no-par shares out- 
standing, after dividends on 60,147 shares of 5 per cent 
preferred stock. For the corresponding period last year 
the figure was $3.74. Allowing for declining sales and 
profits in the present quarter, under the influence of 
general economic recession, it is nevertheless likely that 
the company will earn at least $5.50 per share for the 
year. The stock is currently priced very close to the 
year’s low of 5314, a quotation not much more than half 
of the year’s high. 

Relative to this year’s earnings and to dividends total- 
ing $5 per share—made up of $2 cash and $3 in 5 per 
cent preferred stock—the issue appears cheap, especially 
in view of the fact that Caterpillar Tractor is a leader 
in a field generally conceded to possess potentialities of 
dynamic long term growth. 

Assuming we are seeing merely an intermediate busi- 
ness reaction, to be followed by renewed economic ex- 
pansion, the buyer of Caterpillar common at present 
levels should be rewarded handsomely in income return 
and eventual substantial appreciation. Even though the 
equity is intrinsically cheap, however, there is at present 
no basis for confident assumption that it has seen its 
bear market low. Since a substantial portion of the com- 
pany’s business reflects farm demand, sales and profits 
are usually largest in the spring months. Sales and prof- 
its in this quarter will reflect both seasonal decline and 
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general business reaction. The company is unusual in 
that it reports sales and profits monthly, so that the 
shareholder or the potential buyer can keep close watch 
on the trend of its affairs. There is no funded debt and 
working capital, including cash, appears ample for all 
nearby needs. It is on all counts a sound and promis- 
ing equity for the investor or speculative-investor. Scale- 
down purchases in periods of market recession are 
recommended. 


Homestake Mining 


In almost sixty years of continuous operation, the 
Homestake Mining Co. has proved itself to possess one 
of the greatest gold mines in the world. The property, 
located in the White Wood mining district near Lead, 
South Dakota, shows no signs of exhaustion. At the 
end of last year, it was stated that there were some 
300,000 tons of broken ore remaining in the stopes and 
that the reserves of developed ore amounted to more 
than 15,000,000 tons. This is enough to carry on opera- 
tions for more than twelve years at the recent rate of 
activity. 

A few months ago stockholders of Homestake Mining 
approved a plan to split their holdings eight shares 
for one. The company reported earnings last year of 
$7,650,452 after depreciation, depletion, taxes and other 
charges. On the basis of the stock presently outstand- 
ing, this was equivalent to $3.81 a share. For the first 
six months of 1937 the company reported earnings equal 
to $1.68 a share of common. Capitalization consists 
solely of 2,009,280 shares of common stock of $12.50 par 
value: there is neither funded debt, floating debt, nor 
bank loans. 

At the present time the revival of interest in the 
shares of gold mining companies springs from two 
sources: first, the recession in general business and, sec- 
ond, the rumored possibility that the United States Trea- 
sury will raise the price at which it will buy gold above 
the $35 an ounce which is being paid currently. The 
first of these reasons is of logical development. Not long 
ago the price of commodities and costs generally were 
rising rapidly and it was thought that, with a fixed price 
for gold, profit margins would become narrower and 
narrower. Now that the reverse seems a possibility, at 
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least for a while, snares of sound gold-mining enterprises 
are reawakening. The second reason is pure guesswork: 
the President still has the power to raise the American 
price of gold. Although it is unlikely that he will, we 
have had so much of the New Deal’s strange economics 
over the past five or six years that an attitude of being 
prepared for anything is the only sensible one to take. 
In any event, even if the price of gold is not raised there 
will be no wide-open break in gold stocks, for they are 
being bolstered by the downward drift in costs. Hence, 
anyone buying into the Homestake Mining Co. today 
has much in his favor: the probabilities strongly favor 
his making a little money and he may make a good deal. 


Dow Chemical 
Using salt water as the raw material, the Dow Chemi- 


cal Co. produces literally hundreds of pharmaceutical 
and industrial chemicals and research is adding new 


ones constantly. The company is estimated to supply 


some 50 per cent of the world’s output of bromides. 
From magnesium chloride it produces magnesium and 
alloys of this metal, which are only two-thirds as heavy 
as aluminum. 

For the fiscal year to May 31, 1937, Dow Chemical 
reported a net profit of $4,089,113, equivalent, after divi- 
dends on the preferred, to $4.15 a share on 945,000 shares 
of common stock. For the three months to August 31, 
last, the net profit, after all charges other than provision 
for the tax on undistributed profits, was equivalent to 
$1.42 a share of common. No comparison is available 
with a previous quarter, for this is the first time the 
company has ever given three months’ figures. 

With many stocks selling for five or six times this 
year’s earnings, Dow Chemical around $92 a share is 
not an issue which is obviously on the bargain counter. 
The company, however, quite evidently possesses great 
possibilities. Behind it lies a record of never having 
shown a loss, even during the worst years of the recent 
depression. Ahead of it lie the dynamically expanding 
markets for all the new products that are being pro- 
duced. Dow Chemical is unique in that it spent some 
20 per cent of its net income for research and experiment 
during the last fiscal year. In December, $5,000,000 of 
debenture 3s was sold, the greater part of the proceeds 
being allotted to the expansion and improvement of 
plant facilities. As yet, stockholders have by no means 
seen the full benefits of these capital expenditures and 
it is only just that the price of the stock should take 
some of the ultimate possibilities into account. 


Commercial Investment Trust 


At the highest level of recovery achieved under the 
New Deal most lines of business still remained substan- 
tially under 1929 levels in volume and profits. Among 
the few exceptions have been the leading installment 
finance companies. Despite economic recession during 
the present quarter, their 1937 reports will show volume 
handled and profits garnered far larger than ever before. 

The biggest of these phenomenally successful finance 
companies is Commercial Investment Trust. On the 
basis of present evidence, it should earn approximately 
87 per share on the common stock this year. Yet the 
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issue is currently priced at only 47, as compared with a 
high of 8014 earlier in the year and a 1936 high of 9134. 
On the probable dividend distribution for the year the 
yield should approximate 10 per cent. 

Now, of course, a strikingly low price-earnings ratio 
and a high yield may be a warning to the investor rather 
than a promise. But the long decline in the market rat- 
ing of this equity certainly has gone far, if not too far, 
in discounting all likely changes for the worse in the 
company’s prospect. Handling the Ford financing and 
a huge volume of other installment paper, its volume 
may taper off but only a renewed depression could cause 
any serious slump. The tightening of the terms of in- 
stallment credit recently put into effect can hardly cause 
a major decline in volume. Interest rates on the bank 
funds that it borrows show no sign of rising. 

In short, assuming the present business reaction ter- 
minates short of a depression and recovery begins again, 
earnings of C. I. T. are likely to remain at a level out 
of line with the current market appraisal of the stock. 
It is worth noting that this issue, as well as Commercial 
Credit, tend to move up or down with the automobile 
stocks. That is natural, since motor financing consti- 
tutes the major proportion of the volume. Current price- 
earnings ratios of the leading motor stocks are also low, 
reflecting a belief that future growth of sales and profits 
under the best circumstances cannot match the pace of 
the past two years. However sound that longer term 
reasoning, it does not preclude moderate appreciation 
of motor and finance company stocks from an over-sold 
level. On this basis, plus generous income yield and 
secure financial position, Commercial Investment Trust 
is not without merit for the speculative-investor. 


National Lead Co. 


The National Lead Co. is aptly named, for it produces 
almost everything imaginable of which lead is the prin- 
cipal ingredient. It also makes a good many other pro- 
ducts complementary to the main line. The tradename 





For the Investor of Large Means 


1937 1937 
Earnings Dividend 
Estimated Estimated 


$2.80 $1.50 
5.50 2.00* 
4.154 3.35 
7.00 6.25 
2.50 2.00 
3.40 3.50 
7.00b 4.00b 
3.10 2.25 
6.20 4.75 
3.03¢ 2.50 
3.75d 3.00d 
4.00 3.25 
1.50 0.50 
8.00 6.00 
6.50 Nil 
2.20 1.00 


Price 
Amerada 
Caterpillar Tractor 
Dow Chemical 
Du Pont de Nemours 
Fairbanks, Morse 
Homestake Mining 
International Harvester 
International Nickel 
Johns-Manville 
Masonite 
Montgomery Ward 
Owens-Illinois Glass 
United Aircraft 
Westinghouse Elec. & Mfg 
Wheeling Steel 
Yale & Towne .. 


eeeeeeeeeeeeee8 

*—Plus distribution in stock. 
Year to Oct. 31, 1937. ¢—Actual earnings to August 31, 1937. 
January 31, 1938. 


a—Actual earnings to May'‘'31, 1937. b— 
3 d—Year to 














“Dutch Boy” on _ painters’ 
materials is synonymous with 
good quality. It will be found 
on containers of white lead, 
red lead, colors, flatting oil 
and linseed oil. The National 
Lead Co. also produces titan- 
ium white which has certain 
advantages over white lead 
for some uses. Other prod- 
ucts include bearing and 
printers’ metals, plumbers’ 
and canners’ materials, a wide 
range of lead oxides and such miscellaneous products as 
lead sashweights and lead wool. 

The National Lead Co. has long been a profitable and 
exceedingly conservative enterprise. Last year the net 
profit of $7,232,530 was the best showing since 1929. 
It was equivalent, after dividends on the two preferred 
issues, to $1.71 a share on the common and compared 
with $1.07 a share for the previous year. There has been 
continuing progress in 1937, earnings for the first half 
of the year being equivalent to $1.36 a share on the 
common. 

The capitalization of the National Lead Co. consists 
of 243,676 shares of 7 per cent “A” preferred, 103,277 
shares of “B” 6 per cent preferred and 3,098,310 shares 
of common stock. Both preferred issues are of $100 par 
value, while the common is of $10 par value. Financial 
position is thoroughly sound, although Chairman Corn- 
ish in connection with the results for the first half of 
1937 explained that the common dividend had not been 
raised because “we do need a little more working cash 
capital in view of the large improvements made last 
year and contemplated this year.” Later, in hinting of 
larger dividends before the year-end, the Chairman said, 
with a view to the tax on undistributed profits: “Natur- 
ally, we do not like to give money that belongs to our 
stockholders to the Federal Government.” Last Decem- 
ber the National Lead Co. distributed an extra of 3714 
cents. So far this year it has paid nothing in excess of 
the regular 124% cents quarterly. In view of the im- 
provement in earning power, however, and despite the 
company’s well-known conservatism, an extra some- 
what larger than last year’s is to be expected shortly. 

Although its wide range of products make the National 
Lead Co. quite dependent upon the state of general busi- 
ness, it does have certain advantages not possessed by 
every corporation. Through its painting materials, for 
example, it will be a beneficiary of anything that the 
Government may do to stimulate building and the mak- 
ing of repairs to existing structures. Around $27 a share 
the common stock of the National Lead Co. should prove 
an eminently satisfactory long-term holding. 





Parke, Davis & Co. 


We doubt whether any important company can point 
to a record which is better than that of Parke, Davis & 
Co. Dividends have been paid in every single year since 
1878. Nor is there any reason to believe that the future 
holds other than continuing improvement. 

Parke, Davis is a manufacturer and distributor of 
pharmaceutical and biological products. It owns many 
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valuable patents and formulae, most of which have been 
developed by the physicians, chemists and other techni- 
cal experts which are employed by the company on a 
full-time basis. The business is international in scope, as 
much as 35 per cent being done abroad, mostly with the 
British Empire. 

For last year Parke, Davis reported a net profit of 
$9,213,124 which was equivalent to $1.88 a share on each 
of the 4,891,761 shares of no-par common stock out- 
standing. For the first nine months cf 1937, the com- 
pany earned the equivalent of $1.3! share on the 
common before making provision for «ae tax on undis- 
tributed profits. So far this year, Parke, Davis has dis- 
tributed dividends aggregating $1.80 a share in cash and 
1 per cent in stock. Hence, the return on the com- 
mon which is currently selling for some $32 a share is 
a good one. The common stock is the only capital 
liability. 

The prospective investor will find in Parke, Davis 
certain rare advantages. First, the business has shown 
itself to be practically depression-proof relative to ordi- 
nary standards. Second, the constant development of 
new products and an ever-broadening market for old 
lines show the company to be still in the stage of dynamic 
expansion. While Parke, Davis common is not an issue 
from which one can expect sudden upward surges, it 
is a stock which one can confidently expect to work 
higher over the years. 


American Snuff Co. 


The American manufacturers of snuff are primarily re- 
markable for the stability of earning power which they 
have demonstrated over the years. Hence, investors 
prize the stocks of these companies for the assurance of 
income they afford. The American Snuff Co. is -one of 
the three principal organizations in the field. For last 
year the company reported a net income of $1,655,086, 
after depreciation and Federal taxes including the tax on 
undistributed profits. This, after preferred dividend re- 
quirements, was equivalent to $3.31 a share on the out- 
standing common stock and compared with $3.29 a share 
reported for the previous year. 

Out of the per-share earnings of $3.31 reported for last 





For the Man of Modest Capital 


1937 1937 


Recent Earnings’! Dividend 

Price Estimated [ Estimated 
PMOTICON GONE ocsc cies cwnese $50.00 $3.30 $3.25 
he ERS OOOO ee 40.00 4.30a 3.00a 
Burroughs Adding Machine ..... 21.00 1.60 1.40 
Commercial Investment Trust... 47.00 7.00 5.00 
Continental Can .............. 47.00 3.20 3.00 
General Electric ............++- 43.00 1.90 1.70 
oe oer 27.00 2.50 1.00 
PR TIUES ValsGG Gers sisi siee''e o 32.00 1.90 1.80 
Twentieth Century-Fox ........ 25.00 3.00 2.00 
Union Carbide & Carbon....... 75.00 4.20 3.20 


a—Fiscal year to January, next. 
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year, the stockholders of the American Snuff Co. re- 
ceived dividends that aggregated $3.25. So far this year 
an equal amount has been paid which, on the basis of 
the stock’s current price of $50 a share affords a yield of 
well over 6 per cent. 

Capital structure is simple: ahead of 440,000 shares 
of common stock of which the company itself holds 5,900 
shares as an investment, there are 30,528 shares of $6 
preferred of which 3,589 are held in the company’s own 
treasury. There is no funded debt. At the end of last 
year, current assets totaled nearly $15,000,000, of which 
some $6,000,000 was in the form of cash or marketable 
securities at cost. Current liabilities were less than 
$900,000. 

The American Snuff Company’s plants are at Mem- 
phis and Clarksville, Tennessee. In addition to which it 
operates a number of warehouses and leaf-grading and 
packing plants. Over recent years higher tobacco prices 
have tended to offset what would otherwise have been 
moderate gains in earnings. This, however, must be con- 
sidered a temporary factor only. The American Snuff 
Co. is exceedingly well-entrenched. Its trade-names, 
“Honest,” “Garrett” and “Dental” represent much good- 
will. There is really no reason to suppose that the com- 
pany will not continue indefinitely to provide the investor 
with a haven for his capital on which the return will be 
considerably better than average. In view of the uncer- 
tainties today surrounding almost every form of invest- 
ment, these advantages will not be lightly regarded. 


Masonite Corp. 


The showing made by the building industry since the 
worst days of the depression has been a disappointing 
one. It is true that since 1932 there has been a measure 
of recovery, but there has not been the progress that was 
expected. Whatever the reason for this, the fact 
remains that there is a crying need for greater activity 
in the construction industries. Down in Washington, 
the Administration is currently working on plans to 
‘tun the potential demand for building into an actual 
demand. Whether it will succeed where previous efforts 
have failed, or been at the best only moderately success- 
ful, cannot be told at this early date. Certainly, how- 
ever, the chances so strongly favor an upturn in build- 
ing sooner or later that representation in the sound com- 
panies which cater to this field is something that the 
investor can hardly ignore. 

The Masonite Corp. is the owner of a patented process 
for converting pulpwood and sawmill waste into valuable 
products. The company makes various types of wall- 
board of widespread application. It also makes insula- 
tion. The principal raw material is southern pine and 
gum wood and there is no need to be particular as to 
tree size. 

The company has been almost phenomenally success- 
ful. For the year ended August 31, last, the net profit of 
$1,728,091 was equivalent to $3.03 a share on the out- 
standing common stock after allowing for dividends on 
the preferred. For the previous year the net profit was 
$1,429,649. In the past year or two there has been con- 
siderable change in Masonite’s capitalization. As of 
August, last, it consisted of 536,740 shares of common 
stock of no-par value, ahead of which there were 
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19,654 shares of $5 cumula- 
tive preferred stock of $100 
par value. There is no funded 
debt. 

The Masonite Corp. is cur- 
rently distributing 25 cents a 
share quarterly on its out- 
standing common stock. In 
August an extra of 75 cents 
was paid: in all, the company 
has distributed $2.50 a share 
this year. At $34 a share the 
stock is not excessively priced 
in view of the fact that the company clearly possesses 
further possibilities. 





Wheeling Steel 


Now that more than 90 per cent of the company’s old 
6 per cent preferred on which there were large dividend 
accumulations have been exchanged for a new $5 pre- 
ferred and common, the day when a holder of the junior 
shares in the Wheeling Steel Corp. is to receive some 
return on his investment has drawn measurably nearer. 
Hence, while the stock of this company cannot cor- 
rectly be said to be cheap from the point of view of 
current income, it is reasonably priced in relation to 
prospective income. From an earnings standpoint, re- 
sults so far this year could hardly be improved upon. 
For the nine months to September 30, last, Wheeling 
reported a net profit of $5,002,033 which, after preferred 
dividend requirements, was equivalent to $6.18 a share 
on 576,189 shares of common. This net profit was more 
than two-and-a-half times as large as that reported for 
the first nine months of 1936. 

Recently, of course, there has been a sharp slump in 
steel operations and it is unreasonable to suppose that 
the business of the Wheeling Steel Corp. has not been 
adversely affected. The company, however, is predomi- 
nantly a manufacturer of sheets, strip and tinplate—the 
raw material for consumers’ goods and a line which may 
be counted upon to hold up better than heavy steels. 
Giving due consideration to the fact that the common 
stock may be bought today for $28 a share, compared 
with the year’s high of $65, it would seem that a tem- 
porary slump had been amply discounted. 

The Wheeling Steel Corp. operates a dozen plants 
scattered along the Ohio Valley. It has iron ore prop- 
erties in Minnesota and coal properties in Pennsylvania, 
Ohio and West Virginia. A great deal of money has 
been spent in recent years on major machinery replace- 
ments and extensions to plants. In the early part of the 
year it was stated that the company was definitely com- 
mitted to capital expenditures of between four and five 
million dollars for improvements during 1937. 

The capitalization of the Wheeling Steel Corp. is 
such that the common stock is subject to considerable 
leverage. Ahead of the common there are some 350,000 
shares of the new $5 preferred, some 30,000 shares of old 
preferred and a funded debt of about $34,000,000. 

However, believing that steel activity will recover 
shortly, Wheeling Steel common is a speculation of 
merit and one which, because of its leverage, would 
rally with exceptional sharpness. 
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HERCULES POWDER CoO. 





Diversified Outlets 


Contribute to Strong Position 


Increased Number of Shares Should 
Improve Marketability 


BY J. C. CLIFFORD 


O.: of these days we are going to sponsor a move- 
ment for the revision of corporate names. Two lists 
will be prepared: the first under the heading “Mislead- 
ing” and the second under the heading “Inadequate.” 
Many will recall how the stock of the Seaboard Airline 
spurted on the news that Lindbergh had flown the 
Atlantic, although the only connection between one of 
our more unfortunate railroads and a historic flight lay 
in the name. Then, too, one will notice that the stock 
of the United-Carr Fastener Co. is disposed to follow 
the action of the railroad equipments, despite the some- 
what tenuous thread between a freight car coupling 
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and a luggage clasp. Both of these companies would 
be fine candidates for the “Misleading” list; there are 
many more. The “Inadequate” list might be started 
with the Hercules Powder Co. Once this name might 
have done fairly well, although if it had been the Her- 
cules Explosive Co. it would have been better. Today, 
however, so greatly has the business been expanded and 
broadened that hardly less than the Hercules Explosive, 
Chemical and Naval Stores Co. would constitute an 
adequate title. 

The Hercules Powder Co. became, as the result of 
a trust-busting decree, a separate entity in the days 
immediately prior to the World War. It was a manv- 
facturer of commercial explosives with small plants 
scattered here and there throughout the country. Turm- 
ing to the manufacture of military explosives, Hercules 
made so much money during the war that it was 
hard pushed to find a use for it. It would be 
unfair, however, to take the attitude that the company 
was “made” by the great disaster, for the organization 
was profitable from the very start. 

Following the cessation of hostilities, the Hercules 
Powder Co. was left with huge plants and a large 
personnel for which there seemed to be little use. There 
was only one thing to do: take on other lines. After 
a tremendous amount of investigation, and undoubtedly 
with considerable misgivings, it was decided that the 
steam-extraction of turpentine, rosin and pine oil in the 
cut-over wilderness of the South would be a suitable 
activity. To this end, the Yaryan Rosin & Turpentine 
Co. with plants in Georgia and Mississippi was acquired. 

In the meantime, the war-born nitrocellulose plant at 
Parlin, New Jersey, was kept with a view to diverting 
its output to peace-time uses. Not all at once, of course, 
but gradually a demand for soluble cotton was built up 
in the lacquer, photographic, coated fabric and plastic 
industries. 

The next step was a logical one, although it was 
not taken until 1926. For the manufacture of its nitro- 
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cellulose, Hercules had been buying 

large quantities of chemical cotton 
which is made by treating cotton linters 
with caustic soda. The acquisition of 
the Virginia Celulose Co. provided the 
company with its own supply of raw 
material and today this division is the 
largest producer of chemical cotton in 
the country. 

The final step in a remarkable ex- 
ample of corporate growth was taken in 
1931 when all the outstanding stock of 
the Paper Makers Chemical Corp. was 
purchased. This company operated 
plants scattered throughout the United 
States and also abroad. They produced 
paper sizings, fillers and coatings, to- 
gether with a general line of products 
of wide application. Paper Makers 
Chemical, which lost its corporate iden- 
tity last year and is now operated as a 
division of the parent company, uses 
huge quantities of the rosin produced by 
the naval stores section of the business. 

Although the Hercules Powder Co. 
does not break down its sales’ figures 
in detail, something is known about the 
relative importance of the various divi- 
sions of the business. We know, for ex- 
ample, that there is a tendency for ex- 
plosives to account for a steadily smaller 
percentage of sales and that for last year 
this division accounted for only 28 per 
cent of the total. Incidentally, a mere 
84 per cent of the explosives are mar- 
keted in the form of ammunition and of 
this about half is for sporting purposes. What a con- 
trast between the 71,000,000 pounds of T. N. T. and the 
dozens of millions of pounds of cordite and other ex- 
plosives which Hercules delivered during the War! 

Today, Hercules puts the paper industry at the head 
of its list of customers. This is followed by all those 
who manufacture something which requires a protective 
finish—the automobile, furniture and radio makers, for 
instance. The third outlet is made up of those who 
mine and quarry and who find their work the easier 
because of blasting powder, detonators and the like. 
The textile industry, and more particularly rayon, con- 
stitute the fourth outlet for the products of the com- 
pany, while various types of heavy construction con- 
stitute the fifth. 

This is diversification in unmistakable terms. Indeed, 
Hercules Powder caters to so many different lines of 
endeavor that the company necessarily must be largely 
dependent upon the general state of business activity. 
It possesses, however, this important advantage: many 
of its lines are.still growing dynamically and will there- 
fore move ahead of general business on the upswing and 
will lose less than general business on the downswing. 

That this is so, is borne out by the record of recent 
years. During 1936 the output of all departments, ex- 
cept explosives, moved beyond that of 1929, while earn- 
ings last year were within a negligible distance of their 
boomtime high. They totaled $4,284,164, which, after 
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Research is the strength of Hercules. 


dividend requirements on the preferred stock, was 
equivalent to $6.33 a share on 583,872 shares of com- 
mon stock, excluding the shares held in the company’s 
treasury. This year has been even better than last, for 
earnings equivalent to $6.57 a share of common was 
reported for the first nine months. 

The capitalization of the Hercules Powder Co. is a 
simple one. There is no funded debt and only 96,194 
shares of 6 per cent preferred stock ahead of the com- 
mon. The outstanding common stock, which has re- 
mained more-or-less unchanged since it was split four- 
for-one in 1928, is currently in the midst of drastic 
revision. In September 59,618 shares were offered at 
$75 a share to existing stockholders. These added to 
the 596,180 shares previously outstanding will make a 
total of 655,798. Then, on November 4, last, stock- 
holders approved a plan to split the stock two-for-one, 
so that very shortly there will be 1,211,596 shares out- 
standing with the public. 

The $4,400,000 which was received as the proceeds 
from the sale of the additional shares of stock was 
needed for additional working capital and in order to 
reimburse the company’s treasury for some of the heavy 
capital improvements that have been made, or are in 
process. Discovering that cellulose acetate was growing 
increasingly competitive for certain purposes with its 
long established nitrocellulose, Hercules decided to go 
into the manufacture of (Please turn to page 190) 
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Radio Corp.'s Milestone 


The recent declaration of a 20- 
cert dividend by Radio Corp. of 
America was the first in the com- 
pany’s 19-year history. That such 
action was amply warranted is in- 
dicated by the substantial upturn 
in the company’s current earnings. 
Net profit for the first nine months 
totaled $6,599,111 and was equal to 
30 cents a share for the common 
stock—ten times as much as the 
common earned a year ago. The 
largest portion of the earnings gain 
was contributed by increased sale 
of radio sets and broadcasting time. 
If the individual who purchased 
Radio common at its 1929 high of 
$549 still owns his stock, the recent 
dividend would mean the return of 
$1 a share on the original invest- 
ment, the shares having been split 
five-for-one in 1929, and his invest- 
ment today would be worth about 
$46 a share. 


Lower Commodity Prices and 
Profit Margins 


The silver lining in the cloud of 
sharply lower commodity prices will 
be the ability of many companies to 
replenish inventories at prices 
which should permit them to put a 
little fat on their profit margins 
which have been steadily sliced 
leaner and leaner by rising material 
and labor costs and higher taxes. 
Processors of such food products as 
coffee, cocoa, chocolate, corn prod- 
ucts, cereals, salad and cooking oils, 
lard substitutes and packers of 
meat, vegetables and fruit are likely 
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For Profit and Income 













to be benefited by the lower prices 
at which they are now able to re- 
plenish supplies. Lower hide prices 
will aid shoe manufacturers who 
have run into stiff consumer resist- 
ance when they recently attempted 
to restore profit margins by raising 
retail prices. Lower lead prices will 
help the paint industry, while the 
decline in the cest of many impor- 
tant building material costs may act 
to spur the lagging construction in- 
dustry. 





Mexico Nationalizes Oil Lands 


President by title, but dictator in 
fact, Lazaro Cardenas of Mexico has 
decreed the nationalization of 350,- 
000 acres of oil lands under lease to 
Standard Oil Co. of California. By 
this action President Cardenas has 
on one hand violated an interna- 
tional agreement and, on the other, 
disregarded a decision rendered by 
the Mexican Supreme Court last 
year. There are sixteen United 
States and British oil companies 
with a total invested capital of 
$4.00,000,000 in Mexico, and most of 
these companies have for some time 
been harassed by a series of labor 
strikes. It would seem only too 
obvious that Mexico in one way or 
another is seeking the complete 
elimination of foreign oil interests. 
The government has for some time 
been nationalizing oil lands not un- 
der lease to private capital but the 
most recent move is the first time 
that oil properties actually under 
lease have been seized. This trend 
of developments in Mexico can only 
be regarded with dismay by United 


States corporations with large in- 
vestments there. Some of these in- 
clude Anaconda Copper, American 
& Foreign Power, American Smelt- 
ing, du Pont and Hercules Powder, 
U. S. Smelting & Refining, Standard 
Oil of N. J., Southern Pacific, Con- 
solidated Oil and Seaboard Oil. 


Bond Prospects 


The outlook for high grade bonds, 
a security group which has been 
conspicuously firm throughout the 
sharp declines in stocks, second 
grade bonds and commodities over 
the past seven months, remains dis- 
tinctly promising. The factors gov- 
erning the price trend of high grade 
bonds not only promise to sustain 
the present level, but it would not 
be surprising if the average yield 
gradually declined and, per se, the 
level of high grade bond prices rose. 
For one thing, investor interest in 
high grade bonds, which heretofore 
has been confined principally to in- 
stitutions, shows distinct signs o 
reviving. Once again it has been 
demonstrated that high grade bonds 
are the safest haven for funds when 
the general business prospect be- 
comes clouded by uncertainties. 
Moreover, fears of runaway _ infla- 
tion have all but disappeared. The 
Administration is showing signs of 
more serious intentions toward 4 
balanced budget and with funds ip 
the Old Age Reserve Account and 
Unemployment Trust Fund mount- 
ing rapidly, the Government will 
have less and less need for raising 
new funds. Should gold imports de 
cline practically to the vanishing 
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point Treasury financing needs 
would be further reduced. With 
lower commodity prices and a gen- 
eral business recession definitely un- 
der way, there will be a slackening 
in industrial credit requirements. All 
of which will add to the supply of 
bank funds seeking to earn their 
keep through the medium of high 
grade bonds. The yield on high 
grade bonds averages about 314 per 
cent at the present time but under 
the stimulus of the enumerated fac- 
tors, prices may rise to a point 
where the yield is lowered to around 
8 per cent. Incidentally, these same 
factors may also have a stimulating 
effect upon new financing, which is 
more or less in the doldrums at this 
time. 





Automobile Prices 


The National Automobile Show 
had hardly ended in New York 
when there appeared various ink- 
lings that the average increase of 
10 per cent in motor car prices this 
year was apparently not going 
across in a big way. Dealers are 
grumbling, not so much because 
they are having to hustle harder 
to find new customers, but because 
they are finding stubborn resistance 
on the part of new car prospects to 
higher prices. They feel that, with 
the price of many other things drop- 
ping, the price increase in automo- 
biles was ill-timed and manufactur- 
ers should not have risked the loss 
of volume, in what may well turn 
out to be an off year for the in- 
dustry, merely for the sake of re- 
storing profit margins. Profit mar- 
gins, the dealers say, on 1937 mod- 
els were not so bad, even with 
higher wage and material costs. 
Moreover, the changes in 1938 mod- 
els, for the most part, were so slight 
as to entail comparatively little 
added expense in retooling. Deal- 
ers would have felt better perhaps 
if the industry had chosen the 1938 
models to introduce more radical 
imovations in body styling, a re- 
liable stimulant to lagging buyer 
interest. Buyers are being offered 
stiffer credit terms and monthly 
payments are higher. All in all it 
should not be surprising if a part, if 
hot all, of the price increases were 
later rescinded. Dealers may at- 
tempt to circumvent the situation 
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Third Quarter Earnings — Fourth Quarter Prospects 


Below we are bringing up to date the similar tabulation of third quarter earnings 
of leading companies which appeared on page 95 of the November 6 issue of The 
Magazine of Wall Street. Also are included an estimate of earnings for the full 1937 
year based on known results and the probable trend in the final quarter. In indicating 
possible dividend action, allowance has been made for the fact that many companies 
this year may elect to pay the surplus profits tax in lieu of a sizable year-end extra or 


“special” dividend. 
raising of new funds, in which circumstanc 


The decline in the securities markets has made more difficult the 


es, paying the tax and retaining surplus 


earnings is probably the most satisfactory method of assuring adequate working 















































capital. 
Earnings Per Share 
Third qr. Third ar. Full year Total Divs. 
Company 1936 1937 1937Est. 1937 Est. 
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* Stock dividend paid. 








by giving more liberal trade-in al- 
lowances, and in this move may pos- 
sibly enlist the cooperation of manu- 
facturers. 





Significant Items 


Kelvinator, Frigidaire and West- 
inghouse have announced price in- 





creases of $5 to $10 on new model 
electric refrigerators. . . . All leading 
tire companies have followed the 
lead of U. S. Rubber and have ad- 
vanced tire prices from 1 to 3 per 
cent on first and second lines, and 
up to 6 per cent on the third and 
fourth lines. . . . Douglas Aircraft 
had unfilled orders of $31,535,665 at 
(Please turn to page 192) 











Bright Prospect 


for 


Paper Manufacturers 


Leading Units in Five Major Divisions 


Should Record Further Earnings Gain 


BY EDWIN 


j + manufacture of paper is not one industry, it is 
five—five industries each with its own problems and 
vagaries. For paper may be many things. It may be the 
daily newspaper, a paper bag, a paper shoe box, a cor- 
rugated container, a decorated picnic plate, letter head 
or note paper, magazines and books or any of the thou- 
sands of paper novelties to be found in any five-and- 
ten-cent store. Paper, at some point, enters into the dis- 
tribution of practically every product manufactured in 
the United States. Consumption of paper in the United 
States is greater than in any other country in the world, 
the per-capita average in 1936 having been more than 
225 pounds, and consumption continues to rise as it has 
done almost without interruption for many years. 

Yet the financial history of the paper industry has 
been notoriously erratic; it has not displayed the sta- 
bility of earnings characteristic of consumers’ goods in- 
dustries; and except for intermittent periods of pros- 
perity has not been a safe haven for the investor. 

That this is more or less common of all the five major 
divisions of the paper making industry is because in 
common they have a productive capacity greater than 
any demand which has so far materialized. That this 
situation should exist after years of steadily increasing 
consumption, and the exceptionally heavy capital invest- 
ment required to erect a paper mill would seem to lay 
the industry open to a charge of utter lack of foresight 
and appreciation of the fundamental economics of its 
own business. 

The industry, however, would deny this charge and 
justify its apparent uneconomic enlargement of produc- 
ing facilities on the grounds of necessity—the necessity 
of insuring itself an adequate and accessible supply of 
low cost wood pulp. To produce paper cheaply and 
retain a competitive standing requires that mills be 
located not only in close proximity to the source of wood 
pulp, but principal consuming markets as well. The 
latter have not shifted much in the last twenty years 
but the former have. As timber is cut and used, the 
plant recedes farther and farther from its supply of 
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raw materials, and transportation costs increase propor- 
tionately. A competitor erects a mill where costs are 
lower, forcing the older mill to meet competitive prices. 
When it is unable to do so it shuts down and probably 
a subsequent reorganization will make a drastic write-off 
of its capital obligations. Withal, however, the older 
mill remains and should paper prices subsequently per- 
mit it to operate profitably, its facilities are waiting only 
to be used and hence threaten to bring about over- 
production. Thus would the stage again be set for one 
of the paper industry’s recurring cycles excessive output, 
lower prices and unprofitable operations. 

At no time has the paper industry been able to utilize 
its full productive capacity. Prior to this year, the 
nearest the industry ever came to theoretical capacity 
was nearly fifteen years ago, when it operated at 83 
per cent. In April of this year, operatioris for all divi- 
sions of the paper industry taken as a whole were slightly 
more than 92 per cent of capacity and for the full year, 
they should average above 85 per cent. Thus after six 
lean years, the industry has enjoyed increased demand 
and higher prices, a combination which to many manu- 
facturers must seem like a veritable boom. The stocks 
and bonds of paper companies over the past twelve 
months have enjoyed considerable, if wary, market 
favor. Bearing in mind, however, the industry’s inherent 
“feast and famine” nature, paper securities remain essen- 
tially speculative and therefore subject to frequent 
re-appraisal. 

In the domestic paper industry, the paperboard divi- 
sion is the most important. More than that it is pro- 
ducing more paper than any other division and it is the 
most profitable. Of the total production of paperboard, 
the United States probably accounts for about half, and 
consumes around 40 per cent. Moreover, this division 
of the industry has been the most forward-looking in its 
plans for the future both in the matter of productive 
facilities and in safeguarding against excessive capacity. 

Paperboard is used chiefly in the manufacture of ship- 
ping containers and corrugated boxes and because of 


THE MAGAZINE OF WALL STREET 








thei 
han 
tain 
grol 
flect 
to d 
sum 
rate 
the 
ton! 
boa! 
918, 
R 
cont 
yeal 
ten 
the 
Asa 
emb 
plan 
pulp 
tons 
year 
equi 
does 
abou 
be n 
been 
more 
is le: 
year. 
rary 
plans 
Se’ 
mant 
porti 
obsol 


Co: 
Champic 








Containe 





Gown Z 





Robert € 





Internatic 





Kimberly 


—_—__ 


Mead Co 





St. Regis 


a 


Scott Pap 


Sutherlan 


_ 


Union Ba 


“tF 
mos. to 


_ 


NOVE 














their advantages from the standpoint of weight, ease of 
handling, display possibilities and lower cost, paper con- 
tainers have been rapidly displacing wooden boxes. The 
growing industrial importance of paper containers is re- 
flected in the present relative position of kraft board 
to all other paper board. Over the past ten years con- 
sumption of kraft board has increased at the average 
rate of about 89,000 tons annually and since 1933, for 
the first time in the history of the paper industry, the 
tonnage of container board has exceeded that of box 
board. Production of container board last year was 
918,700 tons greater than box board. 

Reflecting in a large measure the growing demand for 
container board, total consumption of kraft pulp last 
year was 2,555,000 tons, as compared with 772,000 tons 
ten years ago. Last year imports of kraft pulp were 
the largest ever recorded and amounted to 738,000 tons. 
As a consequence, this division of the paper industry has 
embarked upon a most ambitious program of increased 
plant capacity. Projects calling for the erection of kraft 
pulp mills principally in the South will add 1,200,000 
tons annually to productive capacity by the end of next 
year. The fact, however, that this mcrease would be 
equivalent to nearly 50 per cent of the 1936 consumption 
does not indicate that the industry is deliberately setting 
about to cut its own throat by over-capacity. It should 
be noted that consumption for the past ten years has 
been increasing at the rate of 10 per cent annually and 
moreover, the potential increase in productive capacity 
is less than twice the total export sof kraft pulp last 
year. It is a safe assumption also that should a tempo- 
rary recession in consumption overtake this division that 
plans for increased capacity will be modified or deferred. 

Several years ago a number of the leading paperboard 
manufacturers conceived the plan of allotting a small 
portion of sales revenues to a fund for the purchase of 
obsolete and high cost mills. for the purpose of retiring 
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Paper on the Drying Rolls 


them from production, unless demand and prices war- 
ranted their operation. This program coupled with con- 
solidations and acquisitions has had the effect of con- 
centrating a sizable portion of marginal production in 
the hands of leading manufacturers, who can doubtless 
be relied upon to reduce its effectiveness should produc- 
tion threaten to outstrip consumption. This may prove 
not only a vital factor in pro- (Please turn to page 184) 





Leading Paper Manufacturers 
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Company 1937 1936 Price COMMENT 

Champion Paper & Fibre.............. 2.34(a) 1.35(a) 32 Book, kraft, manila and bond papers. Recent earnings have been running about $1 a shave 
ahead of last year. Finances permit liberal dividends. Present rate $2. 

ES a eee rere re 2.24 1.31 17 Leading manufacturer of paper board and paper board containers. Earnings may taper off 
moderately but should provide adequate support for $1.20 dividend. 

NS POET 0.81(b) 0.27(b) 14 Newsprint, wrapping and tissue papers. Also corrugated containers. May earn $2.50 a 
share in current fiscal year. Latest dividend 25 cents. 

eee 0.75 ae 6 Paper cartons, shipping containers, etc. May earn $1 a share this year, and pay small divi- 
dend at year-end. 

Intemational Paper & Power............ 1.51(c) Pe 13 Newsprint, kraft, book and bond papers. Recapitalization plan declared effective. Com- 
mon has some speculative merit. 

RNPNIBIIID 555 5 sa.d sn 's. 44;4 br0 i0s's hos 2.55 1.18 23 Book, magazine and rotogravure papers. Specialty paper products. Total dividends paid 

: this year amount to $1.50. 

MERI hon kok Fda asa h0ss bears 2.19(d) 0.72(d) 15 Book, magazine and paper board. May earn $2.75 a share this year. Present $2 dividend 
appears assured. 

SURED TREE. 55> Gocco opseekeheeese 4% Heavy paper bags, kraft and catalog papers. Large holdings of United Corp. Common. 
Preferred has large accumulated dividends. 

ae ee 1.69 1.25 38 Toilet tissues and paper towels. Paid $1.05 in dividends this year and could pay more. 
Has long record of profitable operations. 

Sutherland Paper................0000% 2.56 2.16 22 Paraffined cartons, paper containers and specialty items. Dividends 40 cents quarterly and 
extras. Will probably earn over $3 for the full year. 

Union Bag & Paper...............-05. 1.30(e) 0.23(e) 11 Bags and wrapping papers. Recently paid a dividend of 121% cents. Shares split recently 
four-for-one. May earn $1.50 in current year. 








(a)—Fiseal year ended April25. (b)—3 mos. ended July 31. (c)—6 mos. to June 30, on basis of recapitalization. (d)—36 weeks ended Sept. 4. (e)—12 
mos. to Sept. 30. 
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THE BUSINESS ANALYST 





Jahing. the Pulse of. Business. 


—Activity Below Last Year 


Wir all components of our Index 
(except check payments which are 
being swelled to some extent by 
greater stock market volumes) re- 
porting greater than normal sea- 
sonal contraction during the past 
fortnight, per capita Business Acti- 
vity has dropped sharply since our 
last issue to around 86% of the 
1923-5 average, a level 4.5% under 
last year at this time, and 16.5% be- 
low the recovery peak reached dur- 
ing the second week of September. 
The average for October was 92.7, 
compared with 100.4 in Septem- 


—Raw Material Prices Down 
—Steel Demand Improves 


—Retail Trade Sustained 


rate increases, scheduled to go into 
effect on November 15, and to beat 
price advances at the mines which 
are expected to result from adop- 
tion of the bituminous code (recent- 
ly accepted by the great majority of 
producers), soft coal inventories 
continue to mount and, on October 


and this will help to accelerate the 
decline in car loadings. 
Automobile assemblies still hold 
at a level moderately higher than 
last year, in spite of mechanical de- 
lays in Ford production; but other 
makers, having stocked their deal- 
ers, are beginning to ease output 
a little while awaiting results from 
from the Automobile Show, which 
thus far have not been so gratifying 
as last year. Lumber shipments, 
though holding up remarkably well 
at the present time, are likely to 
join the recession before many 





ber, and 92.@ for October of 
1936. From now on to the year- 
end, Business Activity is likely 
to fall below last year at a wide- | 
ening rate; since the recession | 
now in progress will be in com- | 
parison into contrast with an | 
expanding trend during Novem- 
ber and December of 1936. 

In retail trade and a few other 
lines, sales still compare rather 
favorably with last year. In Oc- 
tober, for example, the Bell sys- 
tem added 75,000 new stations, | 
bringing the total number in use 
up to the best level on record; 
but conditions in a number of | 
other industries leave much to | 
be desired. Steel operations are | 
still declining; but with new or- | 





ed unofficially to be running a 
little ahead of production, it 








would seem that this industry, 
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weeks have passed; since new 
orders have recently dropped 
40% under a year ago. 
Considerations such as these, 
coupled with a rather bad in- 


ventory situation here and 
abroad, suggest a_ possibility 
that the current set-back in 


general Business Activity may 
extend somewhat farther than 
originally expected. Judging 
partly by the swift decline in 
our Raw Material Price Index 
which, at 66% of the 1923-5 av- 
erage, is now down about 30% 
from the recovery peak touched 
on Apr. 3, industrial inventories 
must have become surprisingly 
topheavy in consequence of in- 
flation fears last Spring. 
There is urgent need of ade- 
quate statistics on current in- 
ventories in such basic commod- 








ers and shipments now report- | 
| 


ities as steel, hides and copper 








where the slump has been most 
spectacular, may be working grad- 
ually into a stronger statistical posi- 
tion. 

Among other leading components 
of our Business Activity Index, the 
situation is stHl topheavy particu- 
larly in coal, lumber and automo- 
biles. By way of anticipating freight 
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1, were up 33% from a year earlier. 
In terms of “days’ supply,” the 
weight of these excess inventories 
will become even heavier with de- 
clining industrial demand; so that 
the mild contraction in coal output 
now discernable promises to gain 
momentum with the passing weeks, 





—to mention only three of the 
most important items for business 
forecasting purposes. Such figures as 
are now available either come in too 
tardily or cover too small a field. 
Inventory figures which do not in- 
clude the stocks of larger industrial 
consumers, as well as producers, are 
worse than useless; since they may 
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at times be positively misleading. 
As an instrument for helping to 
keep business on an even keel, 
prompt and comprehensive inven- 
tory statistics would prove far su- 
perior to monetary controls. Scarce- 
ly a week passes now without un- 
covering some new hoard of goods 
which had not previously been in- 
cluded in published inventory fig- 
ures. 


Trend of Major Industries 


METALS—On the surface there 
has been little change in the trend 
of non-ferrous metals. Sales, pro- 
duction, and prices are still receding. 
Fundamentally, however, the sta- 
tistical position is being strength- 
ened by a steady reduction in con- 
sumer stocks; so that any well de- 
fined pick-up in general business 
activity could precipitate a brisk up- 
turn in price and sales. Domestic 
copper producers are holding the 
price at 12c; though one smelter is 
seHing the red metal at llc. Foreign 
copper is about a cent under the 
llc level, and domestic scrap brings 
only 7e te 8c. 


STEEL—With the steel ingot 
rate down to 41% of capacity, a 
level 44% under last year at this 
time, there are indications that in- 
ventories may be nearing bottom 
in some lines in spite of the reduced 
rate of actual consumption by the 
railroads. Deliveries of steel against 
freight cars on order are nearly com- 
pleted; though a few new orders 
continue to trickle in. Among other 
large consuming industries, the 
amount of steel actually being used 
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is much heavier than tonnages be- 
ing ordered or produced. Tin plate 
mills are operating at close to 70%, 
an unusually high rate for the sea- 
son; but a 15% increase in the vege- 
table pack this year has depressed 
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wholesale prices about 20% below 
last year, so that canning operations 
next year are likely to average some- 
what under the current year’s high 
level. 


CONSTRUCTION—It is estimat- 
ed in the industry that about 18% 
more family dwelling units will be 
built next year than in 1937; so that 
total construction activity in 1938 
would seem to depend largely upon 
the volume of public awards. Should 
the Government decide to resume its 
pump pruning construction work 
and also encourage the utilities to 
go ahead with long deferred and ur- 
gently needed expansion of plant 
facilities, the outlook here would 
be fairly encouraging. Aggregate 
awards for engineering construction 
in October reached the highest 
weekly average for any like month 
since 1930—a drop of 25% in public 
work, as compared with a year ago, 
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having been more than made up by 
a 71% increase in private awards. 


RAILROADS—A Ithough the 
earnings outlook over the next few 
months has been considerably im- 
paired by the current recession in 
general business activity, longer 
range prospects for the carriers have 
been much improved by the proba- 
bility that the I. C. C., before six 
months have passed, will grant a 
large portion of the general freight 
rate and passenger fare increases 
now being sought jointly by both 
the rails and competing modes of 
transportation. The need for more 
revenue has become so acute that 
it can no longer be blinked by offi- 
cialdom. In 1936 and 1937 (partly 
estimated) net income averaged 
only % of 1% on property invest- 
ment, including earnings of the more 
prosperous roads. Many carriers, of 
course, are still staggering under 
huge deficits. Wages are higher and 


can be met only by laying off em- 
ployees, which is bad for the coun- 
try’s business. One-fifth of the na- 
tion’s coal and oi output is con- 
sumed by the railroads, and both the 
wholesale price and transportation 
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rates on these essential fuels keep 
on climbing. Worst of all, from the 
standpoint of general industrial wel- 
fare, is the inability to purchase 
modern efficient equipment, the 
production of which in pre-war years 
used to serve as a powerful business 
stimulant. The gravity of rising 
costs in reflected in September re- 
turns as compared with the corres- 
ponding month a year ago, where 
a 2% gain in gross resulted in a 
15% decline is net. Of course this 
situation will be considerably im- 
proved by higher rates and a re- 
sumption of the uptrend in general 
business activity. Meanwhile there 
are prospects that the R. F. C. will 
resume its credit advances to the 
carriers wherever, and as soon as, 
conditions may call for such relief. 


AUTOMOBILES—The report 
just issued by General Motors, dis- 
closing sales of 107,000 units in Oc- 
tober, properly falls into compari- 
son with the November total of 
155,000 last year; since new models 
came on the market this year about 
a month earlier than in 1936. The 
figures tend to bear out trade est- 
mates that total output of all makes 
in November will approximate 309,- 
000, against 406,000 last year; 274,- 
000 in December, against 519,000; 
and 171,000 for January, 1938, com- 
pared with 400,000 for January of 
the current year. Of course such es- 
timates are subject to Winter 
weather conditions and many other 
uncertainties; but, if borne out by 
events, total assemblies for the three 
months would amount to only 754,- 
000 units, compared with 1,325,000 
during the corresponding period a 
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year earlier—a drop of 42%. which 
appears to be too pessimistic, in 
view of the comparatively prosper- 
ous condition of agricultural areas 
which, normally buy about half of 
the country’s total production. A 
General Motors executive, whose 
forecasts have usually been pretty 
close to the mark, believes that to- 
tal unit production next year, in the 
U. S. and Canada, will be about 
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20% lower than in 1937, and that 
dollar sales will be off only 10%, 
owing to higher prices. Of course 
sentiment in the motor industry 
just now, as in many other lines, is 
pretty gloomy and talk is heard of 
competitive price reductions in the 
not distant future; but the atmos- 
phere could clear like magic with 
any pronounced upturn in general 
business activity. Fortunately, the 
failure to unionize Ford employees 
has thus far prevented the UAW 
from demanding further wage ad- 
vances in motor car and parts plants 


where the CIO is ; 


for fuel oil, while a cold Winter 
would do the opposite. 


MERCHANDISING—Due to the 
unanimity with which stores are 
just now bent upon working off sur- 
plus inventories, it develops that 
the retail trade is currently making 
better sales comparisons with a year 
ago than the majority of whole- 
salers, jobbers and producers. Com- 
paring October with the like month 
of 1936, department stores report 
an average decline of 1%; variety; 
stores a gain of 1%; chain stores a 
decline of 1%; furniture off 3.5%; 
but Montgomery Ward a 7% gain, 
against a ten-months’ increase of 
19%. Experience teaches that re- 
duced public purchasing power re- 
sulting from a general business reces- 
sion seldom hits the retail trade ser- 
iously until three or four months 
after the business decline sets in; so 
that merchants are still looking 
forward to a fairly satisfactory 
Christmas trade. At the moment 
they are more worried over ef- 
forts of the CIO to organize their 
employees, which would, if success- 
ful, result in a pretty serious payroll 
problem. 


UTILITIES—In spite of a rather 
substantial decline in general busi- 
ness activity, electric power output, 
taking the country as a whole, is 
still a little ahead of last year at 
this time; though a decrease has 


been reported recently for New Eng. 
land and the Middle Western States, 
owing to the slump in textiles and 
steel. Orders booked for electrical 
goods by manufacturers during the 
third quarter were 13% above last 
year. According to a brief recently 
filed with the Supreme Court by the 
Power Commission, President 
Roosevelt’s demand, as a condition 
to calling off the Government’s war 
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on the utilities, that rates shall be 
based upon a “prudent investment” 
valuation of property, apparently 
means that rates should be based 
upon the historical cost of tang- 
ible assets. This may be less oner- 
ous than generally supposed. 


Conclusion 


Within the brief period of two 
months, Business Activity _ has 
dropped 16.5% from the recovery 
peak and seems likely to recede far- 
ther before reaching a state of equi- 

librium. Fresh evi- 








dence of hitherto 





already intrenched. 


OIL—The b uild- 
ing up to fuel oil re- 
serves to meet an an- 
ticipated expansion 
of 12% in demand 
this winter as com- 
pared with a year 
ago, has resulted in 
the accumulation of 
rather top-heavy gas- 
oline stocks, with a 
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consequent decline of 


THE TREND OF COMMODITY PRICES 
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Yc in tank car prices 
for the latter. Fortu- 





tO He 


unreported hoarding 
of goods is be- 
ing uncovered week- 
ly, pointing to the 
conclusion that in- 
ventory speculation 
on a scale previous- 
ly little suspected has 
been chiefly respon- 
sible for the present 
business set-back The 
situation is somewhat 
analogous, though on 
a smaller scale, to the 
inventory debacle 
CJ which followed _ the 








nately, the industry hash 
is no longer at the 
mercy of weather 
conditions; since a 
warm Winter would 
stimulate gasoline 
sales though curtail- 
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Armistice, and should 
burn itself out with 
similar promptness if 
Washington will only 
refrain from further 
pump priming at this 
juncture. 
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The Personal Service Department of THz Macazine or Waut Street will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dellars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber, use coupon elsewhere in this issue and send 
check at same time you transmit your inquiry. 
Special rates upon request for those requiring additional service. 





Vanadium Corp. of America 


I have been carrying 50 shares of Vanadium 
stock which I bought at 28% last year. Is 
it still worth holding for appreciation? I have 
heard talk of severe competition developing 
fer the steel alloys. Your customary good 
advice will be followed —P. R., Los Angeles, 
Calif. 


Controlling the largest vanadium 
reserves in the world, Vanadium 
Corp. of America has been one of 
the major beneficiaries of the grow- 
ing use of alloy steels. Earnings of 
the company naturally tend to fluc- 
tuate with the steel industry as a 
whole. Losses were recorded from 
1931 through 1935, but with the 
pickup in the steel industry in 1936, 
the company recorded a small profit 
equal to 40 cents a share. Further 
marked improvement was recorded 
in the initial half of the current 
year, with earnings of $1.63 a share 
comparing with only 11 cents per 
share in the like interval of 1936. 
Finances of the company have been 
improved and at June 30, last, net 
working capital amounted to $3,- 
279,278, against $2,828,114 a year 
earlier. Operations during the third 
quarter of the year are believed to 
have held up well, although since 
the company does not issue quar- 
terly reports, exact results are not 
known. Prospects for the current 
quarter are, of course, less favorable, 
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as a result of the slowing down 
noted throughout the steel trade. 
With the outlook for increased use 
of vanadium at such time as steel 
output again turns upward, how- 
ever, we frankly feel that mainte- 
nance of your present position on a 
speculative basis is the best course 
to follow now. In addition to its 
vanadium deposits, the company 
owns sizable reserves of other metals, 
such as chromium and silicon, which 
are becoming increasingly utilized 
in the steel trade for hardening pur- 
poses. Indications do not point to 
competition from other alloys which 
would eliminate vanadium from its 
important position in this growing 


field. 


Standard Oil Co. (New Jersey) 


I have some Standard Oil of N. J. bought 
at 49. Now, when it is selling back around 
this level, do you look favorably upon its 
future prospects?—E. Y., Chicago, Illinois. 


The decline in market quotations 
of Standard Oil Co. (N. J.) stock to 
present levels of around 50 has been 


rather substantial from the high of 
76, but is still a better showing than 
that made by most other oils or 
industrial stocks either, for that 
matter. The reasons back of this rela- 
tively favorable market action in- 
clude such factors as: world leader- 
ship in the industry; favorable earn- 
ings performance over a period of 
years; able management; outstand- 
ing financial strength; and simple 
capitalization. In addition to these 
favorable characteristics of the com- 
pany, it operates in a business which 
has enjoyed almost uninterrupted 
growth in volume business, due to 
wider employment of oil for heating 
purposes, as well as expansion in 
gasoline sales both in the domestie 
and foreign markets served. Dur- 
ing the early years of the depression, 
production of crude outstripped de- 
mand, with the result that the price 
structure of all petroleum products 
suffered and profit margins of com- 
panies engaged in the business na- 
turally were hard hit. Effective 
proration measures have since been 
adopted which, together with the 
improvement in consumption which 
accompanied better business condi- 
tions, enabled the industry to again 
report worthwhile profits. Although 
Standard Oil does not release in- 
terim figures, indications are that 
earnings for the current year will be 
well above the $3.73 a share recorded 
in 1936. The organization has made 
great progress in simplifying capital 
structure through retirement of sub- 
sidiary stocks and bonds, while its 
own outstanding indebtedness has 
been steadily reduced. At the end 
of last year, consolidated funded 
(Please turn to page 179) 
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What and When to Buy for 
SHORT-TERM PROFITS 


Our Fast, Definite Telegraphic Service Will Keep 





You in Stocks with Exceptional Near-Term Profit 





Possibilities in Current Market Movements 








Wednesday, November 10, we telegraphed our subscribers 
to buy four buoyant market leaders in our three active de- 
partments . . . Trading Advices, Bargain Indicator and Un- 


ysual Opportunities. 


Again, the market confirmed the judgment of our analysts 
by advancing six points in leading industrial averages. We 
have already advised closing out two of these commitments 


with several points profit. 


20!/g Points Profit 
in Five Days 


Monday, October 25... 
we recommended the purchase of U. S. Rubber, 


near the low of the previous re- 
cession... 
Bethlehem Steel, Texas Corporation, Loews, Boeing Airplane 
and Paramount Pictures. 20!/g points profit was taken when 
five of these stocks were closed out during the run-up on 
Friday and Saturday of the same week . . . after which the 


market declined over 10%. 


These are illustrations of the manner in which we would 


Such 


counsel you in securing profits in today's markets. 


profits will enable you to mark down the cost of securities 
you are now carrying and be in a position to take full ad- 


vantage of the next broad recovery. 


Exceptional Profit Opportunities 
Now Developing 


The present session of Congress should bolster the market 
and business. Some of the stimulative possibilities are . .. 
modification of undistributed profits and capital gains taxes; 
revival of public utility construction; encouragement of pri- 
vate business and the flow of new capital; more favorable 
rates to railroads; extension of easy credit; further desteril- 
ization of gold; steps to balance the budget; and many 


other constructive: measures. 


Place your enrollment to the FORECAST now and participate 
in the quick and sizable profits which will be made available 
through our short-term recommendations over the coming 
weeks. We shall be glad to have you send us a list of your 
holdings for our analysis and advice in order to recover losses, 


reduce taxes and secure the most substantial profits. 





Special 
Year-End 
Offer 


90 BROAD STREET 


Your subscription will 
start at once but date 
from January 1 


[1] TRADING 
ADVICES 


(1) UNUSUAL 
e OPPORTUNITIES 


During the next month, un- 1 BARGAIN 
der this special offer, you can INDICATOR 
readjust your holdings and, 
through our definite advices, 
profit by intervening market 
movements ... with the un- 
derstanding that this service 
ill not be charged against 
your subscription. 
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THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street 


I enclose $75 to cover my six months’ test subscription to The Investment and Business Forecast with ser- 
vice starting at once but dating from January 1, 1938. 
select, I will receive the complete service by mail. 


Send me collect telegrams on all recommendations checked below. 
Code after our Code Book has had time to reach you.) 


Active common stocks for near-term profit. Two or three wires a month. Three 
to five stocks carried at a time. 
of all recommendations on over 50% margin. 


Low-priced issues for market profit. 
five stocks carried at a time. 
recommendations on over 50% margin. 


Dividend-paying common stocks for profit and income. 
month. 
shares of all recommendations on over 50% margin. 
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ee STATE 


Include a Complete List of Your Present Holdings for Our Analysis and Recommendations 


CABLE ADDRESS: TICKERPUB NEW YORK, N. Y. 
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(Wires will be sent you in our Private 
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Three to five stocks carried at a time. $1,250 sufficient to buy 10 
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OPENING AN ACCOUNT 
Many helpful hints on trading procedure and 
methods in our booklet. Copy free on request. 
Ask for booklet MC6 
Any lListed securities bought and sold 
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Members New York Stock Exchange 
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INVESTORS 


| will find our booklet “Odd Lot 
Trading” of unusual interest and 
value. 


| It shows the many advantages 
small and large investor. 
Ask for M.W. 808 | 
Established 1898 (c | 
Members New York Stock Exchange 


Odd Lot Trading offers to both the 
John Muir& 
| 39 Broadway New York 




















Smartness 
without 
Extravagance 
Single Room & Bath. $4.40 up 
Double Room & Bath, $6.60 up 


RITZ CARLTON 


PHILADELPHIA, PA. 
E. G. MILLER, Manager 




















MOTOR WHEEL 
CORPORATION 
Dividend Notice 


Lansing, Michigan 
November 5, 1937 


The Board of Directors today 
declared a quarterly dividend of 
forty cents (40c) per share on the 
common stock payable December 
10, 1937 to stockholders of record 
at the close of business November 
20, 1937: 





C, C. Carlton, 


Secretary. 
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$2.00 
By John Durand, Stock Market Technician 
The most practical investment handbook available today—and the 
first to apply the case-history method of instruction—the greatest 
contribution to the study of investments in recent years. 
160 pages, 5 x 714, flexible leather binding 
This book was written by John Durand, whose work “The Business of Trading in Stocks” enjoyed 

“—_ as great, if not a greater demand than any book of its kind ever published. Now—in his new 

oii book—he sets forth new methods essential to successful trading and investing under today’s 

a changed market conditions. 

7.50 For the first time, the case-history method is employed, in a practical demonstration of the under- 
lying technical factors motivating the stock market. In speculation, more than in any other 
field, trends are in such continual flux that cut and dried decisions are dangerous. Therefore, the 
case-history method offers two definite advantages: (1) It is written from the viewpoint of the in- 
vestor about to buy or sell a security—and (2) It does not attempt to lay down a set of pre-fabri- 

608 cated principles, but shows the investor how to think through to his own decisions. 

Act now to secure your copy of this important new book. The knowledge you derive from it will 
become a permanent part of your investment equipment—unforgettable because it is a thinking, 
rather than a memory course—and should mean the difference between profits or losses in many 
of your transactions. 

CONTENTS 

$ Pet Foreword III. Selecting Industries and Individual Issues 

Share Today’ s economic setting—this expansion cycle—its charac- Contrasting dynamic with static groups—studying trends and 

2.00 teristics and probable duration, including the influence of profits and financial position—seasonal influences, etc., all 

*4,00 managed money and political trends bearing on costs and with a view to selecting issues for the short, intermediate 

*60 profit margins. and long term trends. 

‘4 I. Understanding Modern Markets. A. Characteristics of Certain Groups. 

*90 © Consumers’ goods vs. producers’ goods. Static and dy- 

.c This chapter is devoted to consideration of technical and namic industries 

13.50 psychological factors which cause price fluctuations entirely § ae 

1.00 independently of fundamental conditions. It shows methods Bi Gauging the Possibilities of an Issue. 

ia of recognizing, interpreting and profiting by these factors. 1. Market leaders vs. inactive issues. 

{75 A. Timing the Swings 2. Studying the market record of a stock. 
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voee 3. Charts—Trends and Turning Points. To ao age strength, — Om fe sone 

cose . Ee dequacy 

.60 B. When to Buy and Sell od Gusha| puglsel 0 come Remamiad x cain Tome 

12.00 | } eerie Se > 3 — of the moment. Profit margins, Relative importance of various pe dn 
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9.00 4. Judging the breadth of the market. V. Shaping Your Portfolio 

5.00 5. Limiting losses. . ping “ 
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Father. Son. Friend and Business Associate 


The gift that lasts forever and can never be taken away, is knowledge and superior judgment. It 
is essential, in order to’ cope with what is ahead in 1938. 
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What's Ahead for the Market? 
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A Subscriber’s 
Christmas Suggestion 
Enclosed find check for $52.50. I 
have decided to give 10 of my 
friends the best gwft possible—an 
annual subscription to The Maga- 
sine of Wall Street. I am, sure 
they will find it, as I have, an in- 
valuable investment and business 
essential during the coming year, 

as I have for many years. 


—J. D. C., Denver, Colo. 
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rice Range of Active Stocks STOCKS—BONDS 


COMMODITIES 
Folder “M” explaining margin require 


Industrials and Miscellaneous (Continued) 2 
ments, commission charges and trading 


units furnished on request. 


1935 1936 1937 Last Die’ Cash or Margin Accounts 
Je ee 
High Low ish Lew 11/9/37 Shere in Full or Odd Lots 


61% 37: 16 16 22 ins Inquiries Invited 
Rs SB ix 


21 32 2 2 17 19% 
eames piece ane 24 30 *2.00 
oi my BP Be COSTA & Co 
43 18 251 $2.50 es a s 
be : s 8 ‘% 7s Members New York Stock Exchange 
5 . N. Y. Curb Exchange (Assoc.) 
ie New York Cotton Exchange 
simi New York Produce Exchange 
N. Y. Coffee & Sugar Exchange 
11.10 Chicago Board of Trade 
foe Commodity Exchange, Inc. 
New York Cocoa Exchange 


60 Beaver St. New York 
BOwling Green 9-2380 














20 Leading 


Aviation Stocks 


Circular M. on request 


Dunscombe & Co. 


Members New York Stock Exchange 


60 Broad Street, New York 























Dividends and Interest 











Ve 3234 on : 
112% International Petroleum 
Company, Limited 


an — 4 ¥ 
Ee Auto Lite. “a 3/4 19 "a3 2 s 
tees Notice to Shareholders and the Holders of 


Power & Light. . 
Share Warrants 


F 

pettenks, Morse 17 2 NOTICE is hereby given that a semi-annual 
First National St dividend of 75c per share and a special dis- 
Seen, cores 40 0 bursement of 50c per share, both in Canadian 
enue Currency, have been declared, and that the same 
will be payable on or after the 1st day of 
December, 1937, in respect to the shares speci- 
fied in any Bearer Share Warrants of the Com- 
pany of the 1929 issue upon presentation and 

delivery of coupons No. 48 at:— 


THE ROYAL BANK OF CANADA, 
King and Church Streets Branch, 
Toronto, Canada. 


The payment to Shareholders of record at the 
close of business on the 19th day of November, 
1937, and whose shares are represented by reg- 
istered Certificates of the 1929 issue, will 
made by cheque mailed from the offices of the 
Company on the 30th day of November, 1937. 

The transfer books will be closed from the 
20th day of November to the 1st day of Decem- 
ber, 1937, inclusive, and no Bearer Share 
Warrants will be “split” during that period. 

. The Income Tax Act of the Dominion of 
industrial Rayon. . . ies Canada provides that a tax of 5% shall be im- 
ion Copper. 1 posed and deducted at the source on all divi- 
laterborough Rapid ee dends payable by Canadian debtors to_non- 
a. Business idee: 4 fe 5 os residents of Canada. The tax will be deducted 
i arvester from all dividend cheques mailed to_non-resident 
: 8 0 shareholders and the Company's Bankers will 
44 deduct the tax when paying coupons to or for 
account of non-resident shareholders. Owner- 
ship Certificates will be required by the paying 
Bankers in respect of all dividend coupons pre- 
sented for payment by residents of Canada. 

Shareholders resident in the United States are 
advised that a credit for the Canadian tax with- 
held at source is allowable against the tax 
shown on their United States Federal Income 
Tax return. If it is desired to claim such credit 
the United States tax authorities require evi- 
dence of the deduction of said tax. In order to 
secure such proof Ownership Certificates (Form 
No. 601) must be completed in duplicate and 
the Bank cashing the coupons will endorse both 
copies with a certificate relative to the deduction 
and payment of the tax and return one Certi- 
ficate to the shareholder. If Forms No. 601 
are not available at local United States banks, 
they can be secured from the Company’s office 
or the Royal Bank of Canada, Toronto. 

By order of the Board, 

J. R. CLARKE, Secretary. 
56 Church Street, Toronto 2, Canada. 
12th November, 1937. 











65 20 
64% 16% 
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“~~ Imperial Oil Limited 
rie Dividend 
NOTICE TO SHAREHOLDERS AND THE 
; HOLDERS OF SHARE WARRANTS 


NOTICE is hereby given that a semi-annual 
dividend of twenty-five cents (25c) per share 
and a special disbursement of thirty-seven and 
‘one-half cents (37%c) per share, both in Cana- 
dian currency, have been declared and that the 
same will be payable on or after the 1st day of 
December, 1937 in respect to the shares speci- 
fied in any Bearer Share Warrants of the Com- 
pany of the 1929 issue upon presentation and 
delivery of Coupons No. 48 to any Branch of: 


THE ROYAL BANK OF CANADA, in Canada. 


The payment to Shareholders of record at 
the close of business on the 17th day of Novem- 
ber, 1937, and whose shares are represented by 
registered Certificates of the 1929 issue, will be 
made by cheque mailed from the offices of the 
seagg 4 on or before the 30th day of Novem- 

r, 1937. 


The transfer books will be closed from the 
18th day of November to the 30th day of 
November, 1937, inclusive, and no Bearer Share 
Warrants will be “split’’ during that period. 


Under The Income War Tax Act of the Do- 
minion of Canada a tax of 5% is imposed on 
all persons who are non-residents of Canada in 
respect of all dividends received from Canadian 
debtors and such tax must be withheld at the 
source. The above tax will be deducted from 
all dividend cheques mailed to non-resident 
shareholders and the Company’s Bankers will 
deduct the tax when paying the dividend to or 
for the account of non-resident shareholders on 
presentation of coupons. Ownership certificates 
will be required by the paying Bankers in re- 
spect of all dividend coupons presented for pay- 
ment by residents of Canada. 


Stockholders resident in the United States are 
advised that a credit for the 5% Canadian tax 
withheld at source is allowable against the tax 
shown on their United States Federal income 
tax return. If it is desired to claim such credit 
on the return the United States tax authorities 
require the receipt or certificate of the Canadian 
Commissioner of Income Tax for such payment. 
In order for the taxpayer to secure such proof 
from the Canadian Commissioner it is necessary 
for the United States stockholder to submit, at 
the time of cashing his dividend coupon, an 
ownership certificate on Canadian form 7601. 
Only in this way can the Canadian Commissioner 
identify the withheld Canadian tax with the 
specific recipient of the dividend in order to 
furnish the necessary individual receipt. If 
Forms £601 are not available at local United 
States banks, they can be secured by requesting 
the same from the Company’s office or at any 
branch of The Royal Bank of Canada, in Canada. 


BY ORDER OF THE BOARD, 
F. E. Holbrook, Secretary. 
56 Church Street, 


Toronto, Ontario. 








DIVIDENDS 
| ARMOUR AND COMPANY | 
| (ILLINOIS) 


| On October 22 a dividend of fifteen cents 
(15c) per share on the common stock of 
the above corporation was declared by the 
Board of Directors, payable December 15, 
1937, to shareholders of record at the close 
of business November 25, 1937. 
On October 22 a quarterly dividend of one 
and three-fourths per cent (1%%) per 
share on the issued and outstanding 7% 
Cumulative Preferred Stock, and a divi- 
dend of one dollar and a half ($1.50) per 
share on the issued and outstanding $6.00 
Cumulative Convertible Prior Preferred 
Stock of the above corporation were de- 
clared by the Board of Directors, both pay- 
able January 2, 1938, to shareholders of 
record at the close of business December 
| 10, 1937. 


E. L. LALUMIER, Secretary 


ARMOUR 4nd COMPANY 
OF DELAWARE 


On October 22 a quarterly dividend of one 
and three-fourths per cent (1%%) per 
share on the Preferred Capital Stock of 
the above corporation was declared by the 
| Board of Directors, payable January 2, 
} 4938, to stockholders of record at the close 
of business December 10, 1937. 
E. L. LALUMIER, Secretary 
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New Work Siock Exchange 
Price Range of Active Stocks 


Industrials and Miscellaneous (Continued) 


1935 


M High 
Monsanto Chemical..............-- .. 94%, 





P 
Pacific Gas & Electric................- 3152 
Pattee DANOTIER..o 0. occ ssc cccecses Te 
Paramount Pictures...............++:- 12 
POOEE ELD. © svchcesccectcetics ss 843, 
ET ee ry eres 281, 
Phillips Petroleum...............--++ 40 
Procter & Gamble................--- 53% 
Public Service of N. J...........---+- ~s 

SR 5 cube vinsage basen ogebiocsss 52% 
(EES ae 17 

R 

Radio Corp. of America............-- 13% 
Radio-Keith-Orpheum.............-+- 6 
pontogien ES besscbicr nse veade cas 203, 
ee Se eer re 203, 
Reynolds (R. J.) Tob. Cl, B............ 58% 

















il 
Tide Water Assoc. Oil.............-- 15% 
Timken Detroit Axle...............5: 131, 
Timken Roller Bearing............---- 72) 
Twentieth Century-Fox..............++ 2472 
U 
Underwood-Elliott-Fisher.............. 871, 
Union Carbide & Carbon.............. 15% 
es fb Derr 4 
ES 5. 5 659440 a'eibeoe oo 4 30% 
Eee rier 78 
Sere Ty, 
acs o pons 'eeisca ewes 6S a> 92%, 
Rrra rrr rer 1814 
SR inc ca o's oe 65s 390 6b 0000 
U. S. Industrial Alcohol.............. 505g 
tO | EE err 2252 
Te gnc hws seen 2's 17% 
U. S. Smelting, Ref. & Mining......... yn 
U. S. Se CL aGG osha reee eee ek 50% 
EN on cess dee o ss eee se 1191, 
Utilities Pw. & Lt, A......-.... tee. 2 oe 
Vv 
PE TLGC Locanda ab scaeaies so oe 21%, 
Ww 
ee eee ee ie 
Warner Brothers Pictures.............- 103, 
Western Union Tel..............-+.+- 171% 
Westinghouse Air Brake.............- 35% 
Westinghouse Elec. & Mfg............ 98%, 
SET CRS a a ee 65% 
Worthington Pump & Mach aheseas 25% 
Y 
Yellow Tr. & Coach, B...............- 9% 
Youngstown Sh, & “a Sea 41'/, 
z 
ie, ec ssebessvese eres 144%, 


* Annual Rate—not including extras. 





t Paid this year. 


dend paid or declared this year. b—Cash or stock. 


1936 
High Low 
103 79 
68 35% 
223%, 14 
38%, 28% 
32 2114 
28%, 21 
33 2s 
361 26 
1442 
78 57% 
83 321% 
40 9 
4 231 
144%, 6% 
18 12%, 
20%, 1214 
41 30%, 
13% 6% 
25 7 
1121 69 
ie i s/ 
524% 38% 
56 40 i, 
50) 39 
69 36% 
24 Te 16 
14%, 9% 
10% 5 
25 171 
29% 16% 
Vo 50 
27 
37% 
i 
ia 
1214 
i, 
si 
35 
32%, 
51%, 
ss 
14 
% 
70 
28% 
33 
71 
21%, 144%, 
277% 12%, 
74% 56 
38% 221% 
102%; 7472 
10514 71%; 
28% 20%, 
32% 20°, 
965, 68 
9% 5% 
iy eh 
( 
B+), 80% 
59 31% 
63% 21% 
49%; 167, 
103%, 72%, 
19% 4673 
154%, 115% 
7 3% 
30%, 16% 
123 5) 
x 
6 7 
so sath 
153% 94/. 
71 445, 
36%, 23% 
23% 8, 
87%, 41%, 
42%, 11% 


t Ex dividend. 


1937 


High 
10714 


69 
20%, 


245 
33% 
38% 


3742 
101% 


43%, 


When doing business with our advertisers kindly mention THE MAGAZINE OF WALL STREM 
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Answers to Inquiries 
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(Continued from page 174) 


ad long-term debt outstanding 
amounted to only $84,574,000, as 
compared with $207,245,000 in 
1932. This has naturally worked to 
the benefit of holders of the stock, 
since tremendous savings in interest 
charges have resulted. Despite the 
reduction in outstanding obligations, 
the organization has maintained a 
strong working capital position 
which will allow further improve- 
ment of facilities as the need arises. 
Considering the inherent strength 
of the company in the world petro- 
lum industry and the conservative 
price-earnings ratio for the stock, 
we continue to regard the shares as 
among the more conservative of 
common stock holdings. 





Congoleum-Nairn, Inc. 
Congoleum-Nairn has dropped over 13 
points since I bought it this year. This fact, 
coupled with recent reports of a slowing-up 
in consumer buying, leads me to wonder if a 
witch might be advisable. I will be grateful 
for your advice—M. F., Cleveland, Ohio. 


While Congoleum - Nairn, Inc., 
would doubtless be adversely af- 
fected by any restriction in con- 
sumer purchasing power, the record 
of the company under the most try- 
ing of depression years has been 
most impressive. Even in the gen- 
erally disastrous year 1932, the com- 
pany reported a profit equal to 50 
cents a share. The position of com- 
mon stockholders is now consider- 
ably strengthened, since all out- 
standing funded debt and preferred 
stock was retired in 1934. Competi- 
tion in the floor covering business is 
extremely keen, and in the past this 
situation has resulted in price cut- 
ting and lower profit margins. Be- 
cause of the flexibility of the or- 
ganization’s manufacturing facilities, 
however, there would seem to be 
little question as to its ability to 
maintain its leading position in the 
trade and to again show worthwhile 
tamnings gains in line with increased 
home construction and renovation. 
The indicated decline in construction 
i, of course, of unfavorable signifi- 
tance currently, but this may pos- 
iibly prove ef short duration. In 
wnsideration of the excellent past 
“mings record of the company, its 
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One of a Series, “A Five-Year Record” 


TAXES INCREASE 67% 


In 5% VEARS 


AN increase of 67% in taxes on companies in 
the Associated System was recorded between 
1932 and June 1937. In the 12 months ended 
June 30, 1937 alone the increase over the 
previous similar period was 22%. 

In one large company, taxes exceed the total 
electric revenue from residential customers for 
all types of service in the home. 

More than 40 different kinds of taxes are 
levied upon companies in the Associated System. 
There are in addition many fees, duties, and 
levies paid to regulatory bodies. 

The contribution to the cost of government 
which Associated companies have been asked 
to make has increased rapidly in recent years, 
as the following table shows: 


990% 5 ws $10,125,000 
La are 11,131,000 
ae 12,938,000 
Ut i 13,750,000 
Se ie ee 15,135,000 
1937* . 16,965,000 


*12 months ended June 
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satisfactory financial condition and 
the improved position of the com- 
mon stockholder as a result of funded 
debt and preferred stock retirement, 
the junior equity is one which we 
feel should be held at present de- 
pressed levels for both income and 
market appreciation. 





Chase National Bank 


Believing that business recovery must soon 
be stabilized and extended, I have decided to 
continue holding my Chase National Bank 
shares. Is this in accordance with your views? 
Or do you believe there can be but little im- 
provement, in view of the Administration’s 
cheap money policy?—L. L., Minneapolis, 
Minn. 


Continued low money rates will 
unquestionably exert a restraining 
influence upon earnings of banking 
institutions, but ultimately increased 
demand for credit should alter this 
situation materially. In the mean- 
time, the holder of Chase National 
Bank stock has reasonable assur- 
ance that the present $1.40 annual 
dividend rate will be continued, 
thereby yielding a relatively satis- 
factory return, which should be aug- 
mented, as general business activity 


and earnings of the bank itself again 
tend upward. The report dated 
September 80, 1937, revealed a fur- 
ther reduction in holdings of gov- 
ernment bonds, some increase in cash 
position and an expansion in loans. 
The latter would naturally be re- 
tarded by any recession in general 
business, but the trend appears to 
be toward higher levels with the 
probability of but temporary set- 
backs from time to time. A large 
portion of the U. S. Government 
bonds held by this institution are 
short-term maturities which would 
enable it to satisfy loan require- 
ments without the possibility of in- 
vestment losses of any consequence. 
The decline in the securities markets 
recently, has doubtless had an ad- 
verse effect upon other security 
holdings, but these need not be 
sacrificed here, since cash account 
alone is ample to care for such ex- 
pansion in commercial loans as may 
take place for some time ahead. Cash 
as of September 30, 1937, stood at 
$708,884,363, while U. S. Govern- 
ment obligations, the bulk of which 
are understood to be short-term, 
amounted to $575,010,738. The loans 
and discount figure at that time 
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amounted to $817,312,674, as against 
$809,978,015 three months earlier. 
U. S. Government obligations are 
by far the largest single investment 
holding, with “Other bonds and se- 
curities” carried at $160,477,722, at 
the date of the latest report. In 
consideration of the indicated pro- 
tection afforded the $1.40 annual 
dividend rate, and the seemingly 
constructive factors working toward 
ultimate improvement in earnings, 
the stock appears under-valued and 
retention is suggested despite the 
improbability of any marked im- 
provement in earnings for some time 
ahead. 


F. W. Woolworth Co. 


I have held 150 Woolworth, bought at 27%, 
since 1932. I have continued to regard it as 
a good semi-speculation until recently. Now 
I am told that the chains are reaching the 
point of “diminishing returns.” Is this so? 
Is further holding advisable?—F. K., Wash- 
ington, D. C. 


Up to about five years ago, F. W. 
Woolworth Co. strictly limited mer- 
chandise handled to the traditional 
“five-and-ten” cent variety. Recog- 
nizing that the period of greatest 
growth had probably passed, due to 
competition from other similar 
chains and the inability to continue 
to obtain new store locations of the 
proper type at the previous rate, the 
management began to experiment 
with higher priced lines. These were 
so well received that they were soon 
included in all the stores comprising 
the domestic group. This move has 
been of obvious advantage to the 
company in that pricing is now suf- 
ficiently flexible to permit adjust- 
ments to cover costs which pre- 
viously would have been difficult if 
not impossible in certain instances. 
Furthermore, the removal of the 
price limitation naturally enabled 
the organization to considerably in- 
crease the types of merchandise 
handled, with a resultant increase in 
potential buyers. It now appears 
likely, therefore, that the company 
will concentrate more upon improv- 
ing and enlarging facilities of the 
individual units now in operation 
rather than upon adding numerous 
new units as heretofore. In this 
connection, the company sold pri- 
vately $10,000,000 principal amount 
of ten year 3% sinking fund deben- 
tures last August, the proceeds of 
which are to be applied to enlarge- 
ment and improvement of existing 


units. That obligation, together 
with $571,900 of purchase money 
mortgages, as shown in the last year- 
end balance sheet, is the only capital 
liability ranking ahead of the 9,703,- 
613 shares of common. The sales 
report of the company covering the 
ten months ended October 31, 1937, 
revealed an improvement over the 
year before of 5.2%. The company 
does not issue interim earnings state- 


ments, but it would seem likely the © 


improvement in volume business has 
proved an offset to higher operating 
expenses and that some moderate 
improvement over the $3.39 a share 
recorded in 1936 will be registered 
for the full year 1937. So far as can 
be ascertained at this time and un- 
less the current recession in business 
extends further than is anticipated, 
it would seem logical to anticipate 
a continuation of the uptrend in 
sales and earnings. At present prices 
the stock yields approximately 6%, 
based on the $2.40 annual dividend 
rate, and considering the apparent 
success of the new merchandising 
policy referred to above prospects 
for the shares appear constructive. 


U. S. Rubber Co. 


I hold 100 U. S. Rubber. I bought it at 
473% last year and have held it primarily as 
a speculation. Now I am undecided about 
the advisability of further holding, and your 
advice will be appreciated—W. O., Racine, 
Wis. 

Manufacturing a complete line 
of rubber goods, the U. S. Rub- 
ber Co. has benefited materially 
from improwved industrial conditions 
throughout the country. Sales vol- 
ume during the first half of the cur- 
rent year increased 33% over the 
like interval of 1936 and net income 
for the period was equal, after reg- 
ular dividend requirements on the 
8% non-cumulative preferred stock, 
to $1.23 a share on the common, 
against a loss of 28 cents a common 
share a year earlier. Approximately 
25% of the company’s crude rubber 
requirements are ordinarily filled 
through a subsidiary producer, U. S. 
Rubber Plantations, Inc. During 
the first half of the year, the Plan- 
tation profit is said to have approx- 
imated $2,500,000 against $350,000 
for the like 1936 interval. This 
profit was not included in the first 
half year report of the parent. 
Costs of the company, both labor 
and material, have increased con- 





siderably and as an offset automo. 
bile tire prices were recently raised, 
Probably the most unsettling infly. 
ence at the present time is the world. 
wide break in crude rubber quot. 
tions, which may result in inventory 
losses. Considering the progres 
made during the depression years in 
strengthening finances and increas. 
ing efficiency of manufacturing fagil 
ities, however, the company is now 
in an excellent position to take 
maximum advantage of any in. 
provement in general business, Al. 
though prospects are, of course, be. 
clouded by the continued weakness 
in crude rubber prices and the in. 
dustrial recession now in progress, 
these factors are believed largely 
discounted in present prices for the 
stock and we suggest retention with 
a view to more favorable longer 
term prospects. 


Standard Brands, Inc. 


Back in 1931, I thought I was doing well 
to buy Standard Brands at 18. It paida 
$1.20 dividend in 1931 and 1982. It is now 
only a fraction above 10 and its action this 
year and last has been very disappointing. 
Kindly tell me what to do—D. F., Syn- 
cuse, N. Y. 


Standard Brands, Inc., continues to 
register improvement in dollar sales, 
but because of increased expenses 
without commensurate price ad- 
vances, profit margins have been re- 
duced. The w#port of the company 
for the quarter ended September 39, 
1937, revealed net sales of $30,279; 
777, against $29,682,068, for the like 
interval a year earlier. The cost of 
goods sold during the period in- 
creased over a year earlier, as did 
also operating expenses, with the re- 
sult that net income declined to the 
equivalent of 16 cents a share on the 
common stock, after preferred re 
quirements, against 22 cents in the 
preceding quarter and 29 cents in 
the September quarter of 1936. In 
view of the recent weakness in com- 
modities generally, raw material 
costs of the company should be low- 
ered over coming months, and with 
sales volume likely to be relatively 
well sustained, better earnings com- 
parisons may be recorded in future 
reports. Competition in this bus 
ness is such that heavy advertising 
expenditures must be continued if 
sales volumes are to be maintained, 
while many large retailers are at 
tively pushing their private brands 
to the detriment of nationally ad- 
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vertised products, such as are of- 
fered by the subject organization. 
Nevertheless, recent reports would 
seem to indicate that Standard 
Brands is successfully meeting com- 
petition insofar as maintenance of 
volume business is concerned and 
with somewhat lower costs in pros- 
pect, the organization should be able 
to report earnings for the full year 
in excess of the 80 cent dividend 
rate on the common stock. The 
company’s financial condition re- 
mains characteristically strong, with 
current assets, consisting in large 
part of cash and equivalent, approx- 
imately six times current liabilities 
atthe date of the latest report. 
While there is little in the near-term 
future to indicate earnings better- 
ment of sufficient extent to awaken 
much speculative interest in the 
common stock, the shares do seem 
to offer attraction for retention on 
an income basis. 


Gimbel Brothers, Inc. 


What is the matter with Gimbel Brothers? 
The way it has acted in the recent market 
break leads me to believe it is unwise to hold 
the stock any longer. What are your views?— 
A. N., St. Louis, Mo. 


The decline in market quotations 
for Gimbel Brothers, Inc., common 
stock is, of course, attributable in 
part to general market weakness, al- 
though the fear on the part of the 
investing public that the indicated 
slackening in industrial activity will 
have an adverse effect upon con- 


sumer purchases has doubtless been 


the major influence. Whether or 
not this is justified remains to be 
seen, but thus far retail trade has 
held up remarkably well and many 
competent observers feel that the 
outlook is not so bad as might be 
judged from recent market action. 
Although Gimbel Brothers, in com- 
mon with other retailers, has been 
forced to absorb higher operating 
expenses, the organization has made 
remarkable progress over recent 
years in strengthening its competi- 
tive position. It has been stated by 
the management that the company’s 
business during the first seven 
months of the current year ran some 
12% ahead of a year before. In the 
report of the company covering the 
fiscal year ended January 31, 1937, 
net income amounted to $3,226,132, 
or equal to $2.08 a share on the com- 
mon stock, after preferred require- 
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ments, a marked improvement over 
the $1,017,000, or $6.32 per 7% pre- 
ferred share a year before. Results 
for the current fiscal year will, of 
course, be strongly influenced by the 
Christmas trade which, if lower, may 
tend to reduce earnings for the year 
as a whole, below those of the last 
fiscal year. Despite the obvious un- 
certainties currently existing, we 
would expect the stock to participate 
in any recovery of the general mar- 
ket, and with the organization well 
entrenched as a merchandiser in the 
Metropolitan area, prospects for the 
longer term would seem to dictate 
speculative retention of the stock at 
this time. 





A Crisis in Rails 
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chase of equipment or for strength- 
ening of working capital. So far as 
the next session of Congress is con- 
cerned, it appears a reasonable sur- 
mise that the decisive change in the 
economic trend will make for a more 
sober, more responsible attitude on 
all legislation. Hence there would 
seem little reason to fear adoption 
of either higher taxes or “make 
work” bills that would further harm 
the carriers. This is, of course, a 
short term forecast. If economic 
conditions improve and the railroads 
again show substantial earning 
power, it is a foregone conclusion 
that the rail unions will again be 
clamoring for cost-raising legislation, 
with a degree of success or failure 
depending entirely upon the political 
atmosphere of that time. 

Taking all cost factors into ac- 
count—wages, taxes, prices—and 
assuming that 1938 traffic will ap- 
proximate that of 1937, with decline 
in the forepart of the year and im- 
provement thereafter, it appears 
that railroad costs in 1938 should 
not exceed those of 1937 by more 
than $100,000,000 at the outside. 
There appears to be a better than 
even chance that the rate rise 
granted will more than offset this 
increase. 

Regardless of any probable rate 
increase, however, the railroad in- 
dustry as a whole will have hard 
going as long as the present business 
reaction lasts and a restoration of 
any earning power remotely com- 


parable to that of former best years 
will require both a large increase in 
rates and a further economic recoy. 
ery, especially in durable goods, 
Aggregate railroad earnings this year 
will be materially lower than the 
total of $169,000,000 earned in 19936, 

Projecting the freight traffic trend 
of the first nine months of this year, 
the railroads would have carried ap- 
proximately 1,880,000,000 revenue 
tons in 1937, if the New Deal re 
covery had not been interrupted. 
Such result, however, would still 
have been 530,000,000 revenue tons, 
or some 22%, less than average 
freight traffic for the 1926-1999 
period. The difference is partly due 
to diversion of traffic to competing 
transport, but in greater measure 
simply reflects the limitations of the 
economic recovery that we have ex- 
perienced. Taking the best twelve 
months that we have had—October, 
1936, through September, 1937— 
production of durable goods, includ- 
ing construction, did not come even 
near prosperity standards. 

There will be a major revival in 
railroad earning power if the country 
attains economic prosperity, if rates 
are substantially increased and if 
there is no further excessive raising 
of costs by legislation or otherwise. 
It need hardly be said that railroad 
stocks today are not at prices which 
discount such possibilities. They 
may go lower before they go higher, 
for the nearby revenue outlook is, 
indeed, drab. There is a large ele- 
ment of leverage in such equities, 
however, and for this reason any 
substantial turn for the better out of 
the existing railroad depression 
would mean sharp percentage ap- 
preciation. Some rail shares doubled 
in price during the first two months 
of this year, when the revenue trend 
was favorable, although they did not 
remotely approach what in former 
times were regarded as normal quo- 
tations. Turning, however, from 
such possibilities of recovery and 
viewing the rails as long-term hold 
ings, the picture is more forbidding. 
There is no reason to imagine that 
rail earnings and dividends and the 
prices of rail shares will get back to 
the levels of 1923-1929. While it is 
probable that those unfortunate 
enough to hold rail securities at 
1923-29 prices can get out of them 
at considerably more favorable levels 
than those now prevailing, we would 
scarcely favor new commitments for 
more than intermediate recovery. 
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Owens-Illinois Glass 
Company 





(Continued from page 153) 


[linois acquired two established 
companies manufacturing milk bot- 
tles. In 1932, the company entered 
the Pacific Coast territory when it 
purchased the Illinois Pacific Coast 
Co., manufacturing a line of general 
glass containers in San Francisco 
and Los Angeles. The Root Glass 
Co., making beverage bottles was 
taken into the fold in 1932, as was 
the O'Neill Machine Co. manufac- 
turing automatic bottle blowing ma- 
chinery. In 1933, the Hemingray 
Glass Co. was acquired and contrib- 
uted glass insulators for electrical 
and telephone wiring and early this 
year acquisition of the Lauterbach 
Corp., gave the company important 
patent rights in an automatic ma- 
chine for the manufacture of bottle 
caps and closures. 

Since April, 1936, Owens-Illinois 
has spent nearly $8,000,000 on plants 
and equipment and last July, in con- 
junction with the private sale of $15,- 
000,000 314% debentures, it was an- 
nounced that an additional $20,000,- 
000 would be spent this year and 
next in enlarging productive facil- 
ities, made necessary to handle the 
greatly increased volume of business. 
This may be accepted as pretty con- 
crete evidence of corporate vitality 
and offered in rebuttal of those who 
may contend that the glass container 
business is devoid of dynamic ele- 
ments. Further convincing has been 
the outstanding success of Owens- 
Illinois in exploring and perfecting 
the use of glass in new fields where 
heretofore glass was considered to be 
without practical value. 

While from 1929 on Owens-Illinois, 
under the guiding hand of William 
E. Levis, was broadening its primary 
activities, research was not neglected 
and was being vigorously pursued by 
the company’s Industrial Materials 
Division, organized in 1930. By the 
time the country had definitely 
emerged from the depression, this 
division was ready to display the 
results of its research efforts. 

First came the glass _ building 
block, perfected to the point where 
it was possible to make a strong 
selling argument in its favor—as a 
construction material with distinct 
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practical and decorative advantages. 
These blocks were made in various 
eye-appealing designs and models 
which would admit from 12 to 86 per 
cent of the outside light. They gave 
the advantage of admitting light 
without visibility, heat transmission 
was low and maintenance practically 
nil, as glass blocks require no finish. 
Moreover, they were priced on a 
basis which enabled them to compete 
with plate glass and steel sash con- 
struction. Public acceptance was al- 
most instantaneous; output was dou- 
bled in 1936; and productive capac- 
ity has been further increased this 
year. The glass block is now one of 
the most important products of the 
company’s Industrial and Structural 
Products Division. 

Even more intriguing to the imag- 
ination, but none the less practical, 
has been the company’s successful 
development of glass fibre. In five 
years Owens-Illinois Glass spent 
about $1,000,000 in perfecting the 
production of a usable glass fibre. 
Although Sunday Supplement edi- 
tors have featured with increasing 
frequency such products as gloves, 
neckties, handkerchiefs and dresses 
made of glass fibre, these must be 
more valuable as _ publicity for 
Owens-Illinois Glass than as any 
genuine sources of profit at least for 
the present. Perhaps someday 
though, glass fibre may become an 
important textile fibre; it is 50 per 
cent stronger than cotton, it does 
not wear out or rot, and it is heat 
and acid resistant. 

For the present, however, Owens- 
Illinois is content to restrict its use 
for purposes for which it is ideally 
suited. Under the name fiberglas it 
is sold for insulating mechanical re- 
frigerators, railroad refrigerator and 
Pullman cars. Other present and 
prospective uses are for insulating 
buses, automobiles, airplanes, battle- 
ships, hot-water heaters, boilers and 
as the basic constituent of certain 
acoustical insulating materials. A 
part of the company’s output is mar- 
keted through U. S. Gypsum, under 
the name “Red Top,” for use as an 
insulating material in homes of both 
new and old construction. 

Using fiberglas, the company man- 
ufactures and markets an air filtra- 
tion unit called Dustop. These are 
adaptable for use in homes, public 
buildings, offices and factories. In- 
dustrially they may be used as 
cleansing agents for air compressors 
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and internal combustion engines, in 
fact wherever air is circulated. Glass 
fibre has a wide field in wire insula- 
tion, particularly in the manufacture 
of electric motors, making it possible 
to construct smaller motors deliver- 
ing greater power, due to the resist- 
ance of glass to high temperatures. 
Under development by the company 
are such products as fibre glass filter 
cloth for chemicals, oils, etc., and a 
joint agreement has been made with 
the Corning Glass Co. to share future 
research results. Owens-Illinois it- 
self has recently dedicated a new 
laboratory to research in the fibre 
glass field and perhaps with the 
development of a more practical 
method for impregnating color, 
glass textiles may be nearer at hand 
than may be supposed. Glass drap- 
eries, curtains and awnings, owing to 
their fire-resistant qualities, have al- 
ready been put to practical use in 
theaters and other public buildings. 
In another five years, we may be 
wearing glass socks and stockings. 
Who knows, after what we have wit- 
nessed in the glass industry in the 
short span of the last five years. 
Like the chemical industry, the glass 
industry looks to research to keep it 
vitalized, and its motto likewise is 
“What is not yet, may be.” 

To produce its varied line of prod- 
ucts, Owens-Illinois operates twenty- 
six plants equipped with modern 
facilities and machinery throughout 
the country with the greatest con- 
centration in the Middle West. 
enteen of these are glass container 
units. Sales and general offices are 
maintained in thirty-two cities, in- 
cluding all of the major industrial 
centers. Although the company 
owns, both jointly and outright, val- 
uable natural gas properties, most of 
the raw materials necessary to its 
activities are purchased from out- 
side sources and available supplies 
are ample. 

Financially, the company’s policies 
have been fully in keeping with the 
progressiveness shown in its manu- 
facturing and selling divisions. New 
funds with which to finance its 
growth and research activities were 
obtained through the sale of 63,380 
shares of common stock about a year 
ago and, more recently the sale of 
$15,000,000 314% debentures due 
1952. Early this year, the par value 
of the common stock was reduced 
from $25 to $12.50 and the shares 
split two-for-one, bringing the total 
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number now outstanding to 2,661,- 
204. All of the preferred stock was 
retired in 1933. A balance sheet 
later than the end of last year is not 
available. At that time, however, 
total assets amounted to about $73,- 
000,000; current assets, including 
cash of $11,000,000, totaled $34,000,- 
000 and showed a ratio of better 
than 4 to 1 of current liabilities. 

In the matter of dividends, Owens- 
Illinois has treated its stockholders 
liberally. Total earnings over the 
past ten years have amounted to 
some $51,000,000 of which more than 
$37,000,000, or 72 per cent has been 
paid out in dividends. Total divi- 
dends last year amounted to $6 a 
share on the old stock. Dividends 
thus far this year have been equiv- 
alent to $3.25 a share on the present 
number of shares outstanding. 


For the full current year the com- 
pany will earn about $4 a share, an 
increase of about 5 per cent over last 
year. This showing while not out- 
standing is on the whole satisfactory 
and would doubtless have been much 
more impressive had not the com- 
pany been compelled to absorb sub- 
stantially increased costs for labor. 
For example, in the twelve months 
ended September 30, last, sales in- 
creased $21,000,000 to $93,400,000 a 
gain of nearly 30 per cent. Costs, on 
the other hand increased about $17,- 
000,000 or more than 30 per cent 
and selling and administrative ex- 
penses increased about 20 per cent. 
Thus while earnings in this period 
were equal to $4.08 a share, as com- 
pared with $3.62 a share in the same 
period of 1936, they were lower than 
for the twelve months ended June 
30, when the equivalent of $4.46 was 
reported. Last year in the Septem- 
ber 12-month period, earnings were 
higher than in the June period. It 
is only too obvious that recent earn- 
ings are tapering off. 

Naturally, this condition will have 
the effect of depriving the shares of 
a potent market impetus, at least 
until it is more definitely known that 
the recent downward trend has been 
arrested. The company’s costs for 
the time being are probably at their 
peak and would probably be subject 
to some modification should business 
volume recede further. In view of 
the company’s past experience, it 
would appear that the newer lines, 
particularly those identified with 
building and factory construction, 
would be the more vulnerable to a 


general business recession, while bot- 
tle and glass ware sales should not be 
appreciably affected, unless business 
as a whole falls off much more than 
now seems likely. Another factor, 
and one difficult to evaluate at this 
time, owing to the lack of complete 
details, is the possibility of new com- 
petition on a price basis, should the 
proposed trade treaty with Czecho- 
slovakia include a reduction in the 
present tariff on flat glass and glass 
ware. 

Present levels at which the shares 
are quoted are nearly 40 points un- 
der their 1937 high of 10334. It 
would seem therefore, that the mar- 
ket has not only discounted a pos- 
sible retardation in the trend of 
earnings but has also given adequate 
recognition to such doubtful factors 
as are now present in the company’s 
outlook. For the investor seeking a 
stake in an important and growing 
industry, a price of $65 seems rea- 
sonable to pay for a share in the 
leading company with an outstand- 
ing record of earnings and progres- 
siveness—Owens-Illinois Glass. 





Bright Prospect for Paper 
Manufacturers 
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moting stability over the longer 
term but should also tend to miti- 
gate a temporary recession in con- 
sumption at this time. 

Production of paperboard in re- 
cent weeks has slowed down some- 
what, to conform with a decline of 
about 10 per cent in rate of con- 
sumption from the peak reached 
earlier this year. Many large con- 
sumers of container board bought 
ahead heavily in the fore part of the 
year and supplies on hand, at last 
reports, amounted to about six 
weeks’ supply. By the end of the 
year or early 1938 consumers’ in- 
ventories should be about normal. 
The experience this year in con- 
tainer board is roughly paralleled by 
box board. For the paperboard divi- 
sion as a whole, total output this 
year will show a gain of about 10 
per cent, or about in line with the 
secular trend over the past decade. 

Longer term forecasts for the pa- 
per industry are difficult to make 
but with the benefit of a resumption 
in the trend of general business re- 
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2 bot- covery next year, consumption of As long ago as last April, Interna- Although there are numerous: small 
ot be container and box board should be tional Paper announced a price of producers, this division is dominated 
siness stimulated proportionately. The $50 a ton for newsprint on 1938 con- _ by the larger manufacturers, leading 


than possibility of lower prices does not tracts. This was an increase of $7.50 publishers preferring to make con- 
actor, appear imminent and while manu- a ton. The company was recently tracts with the producer having 
t this facturing costs have risen, on the joined by five other large Canadian ample capacity as a safeguard 
plete whole, leading producers such as and United States producers. Great against a possible shortage. De- 
com- Container Corp., Robert Gair and Northern Paper Co., dissented, how- mand for book paper has been ap- 
d the Sutherland Paper, should be able to ever, and has announced a price of _ preciably stimulated over the past 
echo- hold their recent earnings gains. $48 a ton for the first six months of | twelve months by numerous new and 
n the Although much of the increase in 1938, and $50 for the last six months. highly successful publishing ven- 
glass kraft pulp capacity will be absorbed Unless later events compel news- tures, increased advertising lineage 


by container maufacturers, a por- print producers to lower prices, even and larger circulations. Prices have 
tion of it represents increased pro- below those set by Great Northern, remained firm and, aside from such 


-_ ductive capacity for kraft wrapping any prospective reduction in output uncertainties which arise from the 
I papers and paper bags, with which and consumption should be largely general business prospect and their 
ik such companies as Union Bag & Pa- __ offset by the higher prices announced possible adverse effect upon adver- 
pos Per and International Paper & for 1938. Earnings, therefore, seem _ tising and circulation, earnings of 
id of § Power are prominently identified. likely to hold close to the level for the principal manufacturers includ- 
quate Should prices of kraft papers show a___ the first half of the current year, and ing Champion Paper & Fibre, Mead 
tn tendency to weaken somewhat, as may in some instances be better. Corp. and Kimberly-Clark, should 
any’s consumption declines temporarily, Leading newsprint producers include —_ continue to make a favorable show- 
inga § cmnings of leading companies may International Paper & Power, and ing. 

owing not be seriously restricted. Manufac- Crown-Zellerbach. The fifth division of the paper in- 
s reg. g turing facilities are for the most part Book paper normally accounts for dustry comprises an extensive group 
1 the § Modern and over-all productive costs some 12 per cent of the total output of fine paper such as writing papers, 
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greater part this division is com- 
prised of several large and well 
known companies and a host of 
smaller manufacturers. Investment 
interest, however, is centered chiefly 
in Scott Paper Co., a foremost 
manufacturer of various types of 
tissue paper and paper toweling. 
The company’s record, despite keen 
competition, is outstanding in the 
paper industry and testifies to the 
practical absence of the more com- 
plex variables with which other di- 
visions of the paper industry must 
cope. 
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stage where the deadlock must be 
broken in some way. 

Another potential source of cop- 
per production is the building in- 
dustry —copper and brass pipe, 
flashings, gutters, leaders, roofs and 
what not. With rents advancing, 
materials coming down and the pop- 
ulation increasing, the movement to 
build homes, which has been tem- 
porarily checked, must be resumed. 

We have on more than one occa- 
sion described the part which the 
custom smelter plays in the copper 
market; in a way it might remind 
one of the offset well in the oil fields. 
The custom smelter is a necessity 
for the little fellow in the moun- 
tains, anywhere, shipping one or two 
carloads of ore each month. These 
carloads come from al] directions; 
the ore is bought on careful sampling 
and treated and paid for, which per- 
mits that same little man up in the 
hills to pay his one or two helpers 
and buy some steel, some powder 
and something for the cook house, 
but the resultant metal cannot be 
allowed to pile up in the smelter’s 
stock yard. It has to go to market 
“at the market” and in a time like 
the present, it is more than apt to 
be the custom smelter that fixes the 
price. The producer has learned to 
allow the custom smelter to have the 
market until he has cleaned up his 
stock. In this way or, by this anal- 
ysis, it is not the metal from the 
substantial producers that exerts 
pressure, but metal from little ship- 
pers, so to speak, scattered here and 
there. 

In a study of copper, there was a 
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time not long since when costs could 
be reckoned with fair accuracy, but 
today with a large part of the world 
output coming from Africa, our own 
producers operating largely in South 
America, one must either go into 
great detail or fall back upon the 
broad fact that costs are up to a 
point where at 1014 cents, the do- 
mestic producer would be not doing 
much more than swapping dollars. 

Copper must hold its place in in- 
dustry. An Englishman, General 
Manager of the Copper Develop- 
ment Association of London, esti- 
mates that the English cars of 10- 
h.p. each carry 40 to 45 pounds of 
copper. Presumably there is no 
great difference in this item of man- 
ufacture as between this country 
and Great Britain. When we think 
of the millions of cars on our high- 
ways and the miles upon miles of 
electric cables and telephone wires, 
we can know that if copper does 
have a radical and sudden break in 
price, it is going to come back for it 
plays a part in a world that now 
would not know how to get along 
without it, and if there is one thing 
that may be said about our world 
of today with all its changes, it is 
that it does not propose to permit 
any interference with its way of life. 

Barring panic then, we can antici- 
pate price improvement in both lead 
and copper as soon as business gen- 
erally shows enough confidence to 
put its fears behind it. The en- 
couraging thing in this prospect is 
that a comparatively modest price 
recovery will prove a_ substantial 
boon to the earnings of the well 
situated producers. 
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were slightly below those of Sep- 
tember a year ago. During each of 
the first five months of this year 
paint sales were very considerably 
above those of the corresponding 
months of 1936. From this it would 
seem that Sherwin-Williams had al- 
ready suffered some loss of volume 
from the recession which is now 
manifest in various lines of business 
activity. 

This, however, is the dark side of 
the picture and if darkness were 
non-existant one can be very sure 


that the price of Sherwin-Williams’ 
stock would be selling much nearer 
the $150 a share at which it once 
sold this year. Now, for the bright 
side: first, there is no real evidence 
that we are headed for depression, 
In other words, the present consti- 
tutes an interruption to the recoy- 
ery movement, rather than a re- 
versal of that movement. Some 
time next year the main trend 
should be resumed. Second, the 
potential demand for paint is still 
huge. This country has not even 
begun to catch up on the painting 
which was deferred during the evil 
days of the early thirties. One has 
only to look at all the plants, the 
homes, the farms, the dilapidated 
railroad and other property to real- 
ize the enormity of the task re- 
maining. Despite the slackening 
which is to be seen in various lines 
of business endeavor, the purchasing 
power of the country as a whole 
remains high and, the need being 
what it is, one can be certain that 
the demand for paints will hold up 
relatively well. Moreover, one can 
look forward to a resumption of the 
general recovery movement carrying 
paint sales to new records. There 
is, of course, no prospect that Sher- 
win-Williams will lose ground within 
its own industry. The company has 
too broad an output, is too large, 
too well established and known, for 
anything like that to happen. 
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trade almost everywhere and con- 
tinues to contribute mightily to 
the high volume of mail order sales. 
It is being of direct benefit to manu- 
facturers of agricultural and house- 
hold equipment. 

It is disappointing, but we are 
obliged to look for some decline in 
farm income next year. An off- 
cial report just issued from Washing- 
ton says that, while income from 
government payments to farmers 
will be larger next year than this, 
it will be insufficient to offset the de 
cline in income from products sold. 
The report goes on to explain that 
rising wage rates and higher prices 
for materials will tend to lower the 
net return from the sale of products. 

If this view of the farm outlook 
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proves to be right, it means that the 
brightest spot in the business picture 
is close to its maximum brilliancy 
and that while one can hardly over- 
stress the aid it currently provides, 
the recessionary manufacturing and 
other fields must seek a reversal 
elsewhere. As was hinted at the be- 
ginning of this discussion, there is 
much remedial medicine in the Gov- 
ernment’s hands. Moreover, the au- 
thorities actually appear disposed to 
administer a dose or two in the form 
of tax revision, lending, and by eas- 
ing up on the public utilities to en- 
able them to carry out necessary 
expansion and improvement. This, 
of course, would all be very helpful. 
It would not take much of a change 
of heart in Washington to give us a 
resumption of the recovery move- 
ment. After all, the ravages of the 
depression in no way have been re- 
paired as yet. There are millions of 
over-age automobiles roaming the 
roads. Thousands of plants are ob- 
solete. The need for housing is still 
acute. Nor is there any lack of 
money and credit. Underlying con- 
ditions are all against the present 
recession making further headway. 
It is the opinion of the writer that 
Washington will do the little neces- 
sary to make effective again the 
crying need that exists for almost 
every necessity and comfort. 
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100% or near to it in the cases of 
some of them, notably cotton, alumi- 
num, rubber, nickel and potash. 

In case of a “quarantine,” or “eco- 
nomic pressure,” against Japan, it is 
important to consider that Great 
Britain, Russia and France would 
probably stand with the United 
States and China and against Japan. 
Assuming that Germany and Italy 
would line up in support of Japan, 
as is indicated in the recent anti- 
communism pact, it does not appear 
that they have sufficient equipment 
of essential raw materials, industrial 
or strategic, to be of much assistance 
to Japan in a prolonged deadlock, 
whereas if we assume that Great 
Britain, France and Russia would be 
leagued on the side of China, the al- 
most 100% position of the U. S. 
alone, would be irresistibly strength- 
ened. 


In a test of the relative war 
strength of the United States and 
Japan, the “war potential” of the 
nations can be taken as equivalent 
to their industrial “peace potential.” 
The United States, by virtue of its 
superiority in industrial materials 
and manufacturing equipment, is 
capable of becoming on short notice 
the world’s greatest producer of 
munitions and master of military 
power, whereas Japan could scarcely 
attain to 10% of the American out- 
put of munitions. 


How Trade Is Affected 


The bitter war between the two 
great Asiatic powers has lasted long 
enough and its incidental effects are 
cumulative enough to give some line 
on what may be the ultimate trade 
consequences. 

The Department of Commerce re- 
ports show that the United States 
has not been seriously affected so 
far, although the pinch of war may 
be felt a little more when the results 
of Japanese restrictions and prohibi- 
tions on imports become operative. 
The principal products that have 
been restricted by decree are raw 
cotton, wool (except from Austra- 
lia), and lumber. Several hundred 
items or sub-items of the Japanese 
tariff, under which importations are 
to be entirely prohibited, include 
few items to which the United States 
has hitherto supplied in considerable 
quantities. The only items of any 
kind that mount up into anything 
like real money are canned fruits, 
dried milk, sheep and goat skins, 
plate and sheet glass, bromide paper, 
photographic dry plates and radio 
receiving sets and parts. 

It is difficult to understand Japa- 
nese policy in restriction of raw cot- 
ton imports. The economy of the 
Island empire is largely founded on 
exports of manufactured cotton 
goods which are made from imported 
raw cotton, 44% of which comes 
from the United States. As far as 
comparative figures on imports of 
raw cotton are concerned, it looks 
as if Japan had been regulating her 
trade for some time with a view to 
reducing imports from the United 
States, which until recently was 
Japan’s chief supplier of raw cotton. 
Yet the question arises how Japan, 
lacking in monetary metals, can buy 
the things demanded by war if she 
is lacking in foreign exchange? Pre- 
sumably, Japan has been accumu- 


lating reserves of raw cotton. In 
January to July, inclusive, in 1936, 
she imported from the United States 
575,315 bales, and in the correspond- 
ing period of 1937 she imported from 
the U. S. 769,754 bales (including in 
both years cotton intended for 
Taiwan and Chosen). As for lum- 
ber, there does not appear to be 
much permanent effect on U. S. ex- 
ports resulting from the war. 

It is considered in Washington 
that President Roosevelt has a far 
objective in view in summoning a 
Conclave of the Nine Powers of the 
Treaty of Washington. It is said 
that he dreams of repeating in 1937 
the like of what his great cousin, 
Theodore, effected in 1905, and that 
is the end of a great war. 

When Theodore Roosevelt stepped 
into the Russo-Japanese war his in- 
tervention was even more welcome 
to the Japanese than to the Rus- 
sians. On the face of things the 
Japanese were winning, and it is 
often alleged by their champions 
that Theodore Roosevelt deprived 
them of their rightful victory. But 
the Russians believed that victory 
was certain eventually to perch on 
their banners. Now, it is hinted, 
Franklin Roosevelt is going to step 
into this war as a mediator—if Hit- 
ler does not assume that role before 
him—at a time when the Japanese 
are considered the winners, but 
know at heart that they will be the 
real losers if the war is not brought 
to an early termination by victory 
or diplomacy. 

The developments of the war so 
far have deprived Japan of much of 
her reputation for Satanic super- 
wisdom. International gossip has it 
that Japanese diplomats are telling 
their colleagues that the Shanghai 
part of the war is a navy blunder. 
The army’s strategy was to make 
the struggle purely one of interven- 
tion in the north, but the navy was 
caught by a subtle Chinese trap 
which precipitated the Shanghai war 
by deliberately provoking the Japa- 
nese sailors to revenge assassinations 
which should have been atoned for 
by ready apologies from the Chinese. 
The navy people had too many bit- 
ter memories of Shanghai, 1933, to 
want to commemorate that struggle 
in 1937. 

It is confidently asserted in Wash- 
ington that the Shanghai war, if 
not the whole Japo-Chinese conflict, 
will be over by January Ist. If 
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F. D. R. does not succeed in achiev- 
ing peace, it is whispered, he is being 
urged to settle the American phase of 
the eternally recurring Japanese 
problem by hitting Japan hard and 
fast while she is fed up on China and 
apprehends that Russia is about to 
come into the fray. If the President 
were thus to win a lasting peace by 
a sudden war or threat of one, his 
reputation is pictured as being glori- 
fied down the centuries by a grateful 
world which might find that he had 
brought peace as well as destroying, 
once and for all one of the 
three dangerous “aggressor nations,” 
which are inveterately committed to 
the use of war as an instrument of 
national policy. 





Business Looks to Congress 





(Continued from page 139) 


and industrial differentials in accord 
with its investigatorial whim. 

Compulsory control of major, 
agricultural crops under a system 
of costly, federal subsidies is out the 
window. The farmers themselves 
are beginning to realize that they 
cannot live off the federal Treasury 
forever. The present trend seems 
to be to fix a price that will permit 
American agriculture to preserve 
foreign markets against increasingly 
severe competition from abroad. 
And that cannot be accomplished if 
Uncle Sam continues to subsidize 
his farm children at such high rates 
that they cannot compete across the 
seas. At last our domestic produc- 
ers seem to want a more sensible 
program. 

Of all the “economic royalists” 
most violently denounced by New 
Deal preachers, the public utilities 
stand to gain most in view of the 
more subdued and realistic attitude 
on Capitol Hill. They may obtain 
the reprieve from the “death sen- 
tence” already mentioned. But they 
may also be spared the proposed 
competition of seven additional 
T VAs. Even the President seems 
to be weakening on that sector, and 
if he can negotiate a 50-50 compro- 
mise with the power boys, he will 
gladly withdraw from this costly 
and controversial scheme. 

A slight reduction in rates suppos- 
edly induced by his “yardstick” 
thrust will permit the President to 


herald the cut as a tremendous tri- 
umph, even though it represents a 
technical loss for the White House. 
That’s the inner significance of re- 
cent statements and gestures from 
the White House. 

More important, perhaps, than 
the members’ home experiences in 
influencing their attitude toward 
past and future presidential pro- 
grams is their deep suspicion of Mr. 
Roosevelt’s political schemes. Com- 
paratively few of the more influen- 
tial Democrats in Congress—from 
Vice-President Garner down to the 
humblest chairman of a committee 
—hbelieves that he has the interest 
of the party at heart. His friend- 
ship with Republican Progressives, 
his behavior in the La Guardia- 
Mahoney Mayoralty contest in New 
York, his enmity toward anti-Court- 
packing Democrats—all these signs 
convince the party and Congres- 
sional bosses that he aches for a 
third term for himself or a realign- 
ment of parties in 1940. In any 
event, they don’t think his legisla- 
tive schemes augur well for Con- 
gress—the country—the party. 

So it needs no political sooth- 
sayer to venture this prediction: 
Mr. Roosevelt will face more bit- 
terness and opposition at the pres- 
ent session than ever before, not 
forgetting his series of defeats last 
spring and summer. So, as the popu- 
lar song says, “you can’t stop me 
(business) from dreaming!” 





Hercules Powder Co. 
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cellulose acetate itself and has just 
about completed a new plant for the 
production of this material at Parlin, 
N. J. This and other additions, the 
fact that an expanding business re- 
quires more money, together with 
the workings of the tax on undis- 
tributed profits, have all contributed 
to the need of bolstering the com- 
pany’s finances. Should more money 
be necessary, however, the standing 
of the Hercules Powder Co. is such 
that few would find it easier to raise. 

A record of ingenuity is not the 
least of the assurances that the Her- 
cules Powder Co. will continue to 
make a better than average showing. 
The most dramatic example of this 
occurred during the War. At that 


time the British wanted all the ace- 
tone they could lay their hands on 
for the manufacture of cordite, a 


propellent explosive. They were 
naturally loath to give Hercules or. 
ders for cordite, as it apparently 
meant that they would be compet- 
ing with themselves for a supply of 
acetone. Hercules, however, pro- 
posed that they be given the orders 
on condition that no known supply 
of acetone be tapped and promptly 
made good by obtaining the def- 
cient chemical from Pacific Coast 
seaweed! 

Then, there is the company’s rec- 
ord in the days that have followed 
the War—all the new products and 
improved processes that have been 
developed. In addition to local lab- 
oratories, control and testing sta- 
tions, a central experiment station 
is maintained on 300 acres of land 
outside Wilmington, Delaware. This 
is completely up-to-date and repre- 
sents an investment which is rapidly 
approaching the million-and-a-half- 
dollar mark. When better explo- 
sives, cellulose products, naval stores 
or paper makers’ chemicals are 
made, the Hercules Powder Co, 
probably will make them. 





Industries Which Will Face 
Heavy Inventory Losses 
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per is selling nearly 6 cents under its 
current high. There is, however, 
nothing in the world statistical posi- 
tion of copper to threaten the price 
level and recent indications are that 
producers have acted promptly in 
restricting output. Visible supplies 
are not burdensome, although here 
the unknown quantity of invisible 
supplies in the hands of consumers 
is not taken into consideration. 
Zinc, and lead particularly, are like- 
wise in a fundamentally sound sta- 
tistical position and further price 
concessions, if any, appear likely to 
be moderate. Although cable and 
copper wire prices have been lowered 
to conform with the prevailing price 
of the red metal, reports indicate 
that leading fabricators did not 
stock heavily at the higher prices 
this year and like the copper mining 
companies necessary inventory ad- 
justments should not be too onerous. 

Although hide prices have weak- 
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eed, the statistical position of the 
tanning industry would seem to au- 
gur favorably against the decline 
reaching serious proportions. Stable 
prices through the balance of the 
year would restrict inventory losses 
to comparatively modest propor- 
tions. Raw stocks of leather are the 
lowest in some time, while stocks of 
leather in process are not abnormal. 
Although recently the consumption 
of finished leather has declined, it is 
still considerably larger than pro- 
duction and stocks of finished 
leather in relation to consumption 
are wholly favorable. Record-break- 
ing production of shoes in the first 
six months was largely from low cost 
raw materials and a substantial por- 
tin of sales constituted forward 
buying. Although prices were sub- 
sequently advanced 7 to 15 per cent 
to compensate manufacturers for 
higher raw material and labor costs, 
increasing consumer resistance has 
led at least one prominent manufac- 
turer to rescind a portion of the 
price advance. Inventories, which 
are a major item in the shoe indus- 
try, may require some adjustment 
to conform with present prices, al- 
though not of sufficient proportions 
to seriously nullify the indicated 
gain in current earnings of leading 
shoe manufacturers. It is significant, 
however, that earlier this year Endi- 
cott, Johnson & Co. altered its in- 
ventory policy, setting up a “normal 
inventory” and thereby eliminating 
future inventory “profits and losses.” 

It appears that the most drastic 
inventory adjustments will fall to 
the lot of the cotton textile industry. 
At last reports, cotton textile pro- 
duction was running appreciably in 
excess of demand and inventories 
which had previously reached bur- 
densome proportions have, as a con- 
sequence, become further aggra- 
vated. Raw cotton prices have de- 
clined materially on reports of the 
largest domestic crop in many years 
and the necessity of adjusting manu- 
facturers’ inventory values down- 
ward appears inevitable. Although 
the price of raw wool has weak- 
ened, manufacturers are not heavily 
stocked and are showing no disposi- 
tion to replenish supplies. Con- 
sumption by apparel manufacturers 
has dropped and with stocks of wool 
yarn large, cloth processors are with- 
out incentive to increase commit- 


ments. Inventory price adjust- 
ments, as a result, are unlikely to 
be serious. 
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The sharp drop in the price of cot- 
tonseed oil, as well as other fats, 
affected principally such companies 
as Procter & Gamble and Wesson Oil 
& Snowdrift which are large proces- 
sors of cottonseed. In the case of 
the former, however, reserves pre- 
viously set up will be ample to take 
care of the necessary inventory ad- 
justments this year, while in the case 
of the latter, the necessary adjust- 
ments were made in the fiscal year 
ended August 31. The substantial 
increase in the indicated supply of 
cottonseed oil for the 1938 season 
will act as a weight on prices, which 
at the present level of 7 cents, how- 
ever, would appear to have dis- 
counted the prospective increase in 
supplies. Meanwhile, the competi- 
tive position of cottonseed oil in re- 
lation to lard has been strengthened, 
and processor will have the potential 
advantage of low cost inventories. 

The recent steps taken to prevent 
an excessive production of crude oil 
seem likely to prove an effective 
measure in sustaining crude prices 
through the balance of the year, 
thereby obviating the necessity of 
inventory adjustments. Gasoline 
prices have recently been lowered, 
as consumption tapered off, but their 
effect on 1937 earnings of most com- 
panies, which, incidentally, promise 
to be excellent, will not be notice- 
able to any great degree. 





The meat packing industry has 
entered the 1938 season with mixed 
prospects. Supplies promise to be 
more abundant over the next year 
and while lower prices are fore- 
shadowed, any adverse effect upon 
earnings could be more than offset 
by increased consumption. Packing 
companies fare much better when 
they can encourage consumption 
with lower prices than they do when 
risking the possibility of curtailed 
consumption when prices of neces- 
sity are high. 





Pump Priming vs. Private 
Financing 
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not move into it accompanied by a 
joyous boom. That is the real is- 
sue.” 

This is, we believe, a fair state- 
ment of the position. If so, the im- 
mediate questions are: Has the 
President really learned anything 
from his mistakes? Is his attitude 
now changing from sincere convic- 
tion or as a temporary political ex- 
pedient forced upon him by eco- 
nomic misfortune? How far and 
how fast is the New Deal willing 
to revise itself? 

Because of 


the psychological 
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ACTIVE ISSUES 
Quotations as of Recent Date 


Bid F Asked 
American Book Co. (4)............ 50 55 
American Hardware (1)............ 19 20 
American Mfg. Pld. (5)............ 19%, 85 
COMIN NIID S  ocsocbcsecncecs 4‘, 6 
Crowell Publishing Co. (3).......... 30 331% 
Dictaphone Corp. (16)............. 5014 54\-a 
Draper Corp. (*5.40).............. 68 71 
co a | er 27 29 
National Casket (4)................ 46 50 
Ohio Leather (7.85)............... 12 17 
(ae 28 29 
Singer Mfg. Co.(*16)............. 235 245 
Trico Products (2.50).............. 36%, 381% 
Wilcox & Gibbs (.50)............. 15% 1814 
PUBLIC UTILITIES 

Alabama Power Pfd. (7)........... 6814 691% 
Carolina Power & Light Pfd. (7)..... 8414 8614 
Central Maine Power Pfd. (6)....... 73 75 
Dallas Power & Light Pfd. (7)....... 110 114 
Jersey Central Pwr. & Lt. Pfd.(7).... 84 86 
Kansas Gas & Electric Pfd. (7)....... 105% 108%, 
Kings Co. Ltg. Pfd. (7)............. 40 43 


Bid Asked 
PUBLIC UTILITIES (Continued) 
Long Island Ltg. Pfd.(7)""A"...... 6812 70 
Metropolitan States Pwr. Pfd. (6).... 20 24 
Nebraska Power Pfd. (7)........... 106% 108% 
New Orleans Public Serv. Pfd....... 47 49 
Nor. States Pwr. Pid. (7)........... 711, 74% 
Pacific Power & Light Pfd. (7)....... 53 55 
Ty nnessee Elec. Power Pfd. (6)...... 51 53 
Tennessee Elec. Power Pfd. (7)...... 56 58 
Texas Power & Light Pfd.(7)........ 963%, * 98% 
Virginia Rwy. (10.50)............. 144 152 
TELEPHONE & TELEGRAPH 
American Dist. Tel., N. J. (5)....... 80 85 
Empire & Bay State (4)............ 56 60 
Mountain States Tel. & Tel. (8)...... 128 133 
ek.) 20 25 
Peninsular Telephone (1.60)........ 20% 23% 
Southern New England Tel. (8) ..... 1474 149% 
Wisconsin Pfd, "A" (7)........... 15% 118% 


* Includes extras. { Paid this year. 
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background gradually built up by 
the years of New Deal hostility to 
business, it is fatuous to expect that 
purely mechanical remedies will in- 
spire enduring confidence. The ma- 
jority of business men and investors 
would be less than human if they 
did not continue to distrust the mo- 
tives and methods of this Adminis- 
tration until they see more con- 
vincing evidence of a new deal 
within the New Deal than has yet 
been provided. They were given a 
widely publicized “breathing spell” 
once before! 

Nevertheless, one can take real 
comfort in the underlying reality 
that the economic trend—good or 
bad—is the most powerful of all 
political factors. Declining business 
activity and prices wrecked Hoover. 
They will wreck Roosevelt, unless 
deflation is halted and private capi- 
tal is induced to go to work. The 
President is a smart enough poli- 
tician to know that. Therefore, it 
perhaps matters not whether the 
turn-about he is now making comes 
from the heart or not. There was a 
time when a majority of people 
thought Mr. Roosevelt dominated 
the business cycle. It is now being 
demonstrated that the business 
cycle dominates him—and Congress 
as well. That is why business and 
finance will have less reason to fear 
Washington, greater reason for 
gradual revival of confidence in a 
Federal Government no longer run 
by one fallible man. 





As I See It! 
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of one currency to another. Gold 
took its place as a commodity— 
merely a metal selling at a rigid price 
of $35 an ounce. 

By establishing a market at this 
high level we enabled any foreigner 
who had gold to buy our choicest 
securities and goods at a discount of 
40%. (The citizens of our country 
were the only ones that did not have 
this advantage.) We became the 
benefactor of the gold producing 
countries, most of which are located 
in the British Empire so that the 
United States financed a great re- 
covery for the English Colonies 
which enabled them to buy the man- 
ufactured products of their Mother 


192 


country under the new Empire 
Trade Agreement. 

For a time the value of our dollar 
abroad and the price control of our 
commodities was taken from our 
hands since, because of the new rigid 
gold price—the world’s leading cur- 
rencies — could be manipulated 
against the dollar at the pleasure of 
the European money-managers and 
to our detriment. It was only at 
great expense, through our stabiliza- 
tion fund, that we were able to get 
control of the dollar in European 
markets. We were forced to ex- 
change operations to manage our 
own currency because gold was no 
longer functioning. 

Because of this costly experience, 
I cannot believe that there is any 
possibility that our government will 
again raise the price of gold, having 
nothing to gain by further revalua- 
tion upward. (It would seem to me 
that there would be a greater likeli- 
hood of issuing the authorized 3 bil- 
lion dollars worth of greenbacks, 
should it ever become necessary. 
Perish the thought!) 

At any rate, from a_ practical 
standpoint, it seems to me that gold 
cannot resume its former position as 
the primary monetary factor until 
such time as the nations of the world 
get together and simultaneously 
stabilize their currencies on a gold 
basis—at a fair price. Gold will, 
however, continue to be a psycholog- 
ical factor of great importance. 
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the end of October, practically on a 
par with a year ago. Company’s 
labor difficulties at its Northrup 
plant appear to have been settled. 
... Although leading manufacturers 
of railroad equipment and supplies 
remain hopeful, they are not plac- 
ing too much store in the volume of 





IN THE NEXT ISSUE 


Outlook for Key Industries on 
Which Business Improve- 
ment Depends 


By Joun D. C. WeELDoN 





new orders which may follow inj 
wake of a further increase in frei 
rates and higher passenger faj 
... United Air Lines has announg 
that it has no intention of f 
reducing its rates, believing that § 
present ratio between the cost of; 
and land transportation can — 
readily supported. . . . Hercules } 
tors has announced a new series 
high-speed Diesel engines for use 
commercial vehicles, as well as { 
a wide variety of industrial, ag 
cultural, oil field and marine appl 
cations. The new line will be inte 
changeable from an_ installatig 
standpoint with the company’s gas@ 
line models. . . . Great Atlantic ] 
Pacific Tea cut its quarterly divi 
dend from $1.50 and extras to 
and the company’s shares decling 
to an all-time low. Punitive taxa 
tion was mainly the reason. . . 
Hiram Walker, Gooderham 
Worts, on the other hand, double 
its quarterly dividend from 50 cent 
to $1 and the shares rose more that 
$5 in a weak market. 


Retail Sales 


Although the rate of gain in de 
partment store sales has been drop 
ping steadily and preliminary figs 
ures of the Federal Reserve System 
indicate that for the country as @ 
whole that October sales were 1 per 
cent less than last year, leading 
tailers relying substantially on sale 
in rural and farm districts continue 
to make favorable comparisons witht 
a year ago. In this latter group also, 
however, there has been a slowing: 
down in the margin of monthly im 
creases. Sales of Montgomery Ward 
were up 7.4 per cent in October 
J. C. Penney, 3.6 per cent; Spiegel 
21.9 per cent; and Sears, Roebuck 
3.7 per cent. The bulk of the mer 
chandise offered by these companies) 
is of a necessitous character and 
demand is less sensitive to the ris 
and fall of general industrial ace 
tivity. It has been the policy oF 
these companies to go slow in the 
matter of increasing prices, an@ 
they have doubtless reaped a meaq 
sure of competitive advantage as @ 
reward. Farmers this year have bee 
more prosperous and leading mall 
order houses are probably not ule 
duly optimistic in anticipating 
substantial contribution to sales if 
the form of farm buying in the clo® 
ing months of the year. ; 
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